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NON-RENEWABLE NATURAL RESOURCES, FOREIGN OWNERSHIP 


AND ECONOMIC DEVELOPMENT 


SUMMARY OF RECOMMENDATIONS 


NON-RENEWABLE NATURAL RESOURCES 
RESOURCES VS. MANUFACTURING 


1. Canadian economic policies should be re- 
oriented such that greater emphasis be 
given to the development of the manu- 
facturing sector and that the non- 
renewable resources sector should be de- 
emphasized. 


2.) ~rhe policy sshitteyshould anvolve nota 
discouragement of resource development 
but an encouragement of manufacturing and 
processing in Canada. 


FOREIGN VS. CANADIAN OWNERSHIP IN 
THE RESOURCES SECTOR 


3. One important goal of both provincial and 
federal resources policies should be the 
achievement of a strong and visible 
Canadian controlled presence in the non- 
renewable natural resources sector. 


POTENTIAL POLICY *FECHNIQUES 

fee REMOVAL OF INCENTIVES 

4. A study should be undertaken by the 
federal government to determine to what 
extent the operation of foreign tax systems 
neutralize the effect of Canadian incen- 
tives to the natural resources sector. 

II. REMOVAL OF INTERNAL AND EXTERNAL IMPEDIMENTS 
(i) Internal Factors - Capital Market Gap 

5. Canadian resources policies, particularly 
in respect of non-renewable natural resources, 


should promote foreign portfolio rather than 
direct investment in Canadian ventures. 


* For comment by Messrs. Deans, Martel & Smith, See p. 


(i) 
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Greater attention should be given to 
developing and to drawing on foreign 
sources of capital other than the United 
States. 


(ii) Internal Factors - Marketing Gap 


An important goal of both provincial and 
federal resources policies should be the 
improvement of Canadian controlled firms' 
ability vis a vis foreign controlled firms 
to develop secure markets for their output. 


The Foreign Investment Review Agency in its 
review of direct investments in the non- 
renewable natural resources sector should 
consider, as an alternative to the direct 
investment, the development of relationships 
between the foreign investor and Canadian 
controlled firms such that the former would 
contribute its access to foreign markets and 
the latter would ensure supplies of resources. 


(iii) External Factors = Foreign Tariér 
and Vlas vol leres 


A major goal of Canada in future tariff 
negotiations should be the removal of the 
current. bias of world ‘tarife£ tstructures’ that 
generally favour imports of unprocessed goods. 


(iv) External Factors - Vertical Integration 


Federal and provincial resources policies 
should encourage the development of Canadian 
controlled vertically integrated resource 
firms. 


EXISTING REGULATORY APPROACHES 
(i) Processing in Canada 


The goal of achieving more processing and 
fabrication of raw materials in Canada should 
be an important goal of natural resources 
policies. 


Policy techniques designed to promote the 
goal of encouraging processing and fabri- 
cation in Canada should be directed to all 
firms in the industry irrespective of owner- 
ship. 


(ii) 
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Decisions to grant exemptions from the 
processing-in-Canada requirements under 
the Mining Act should be reviewed 
periodically and decisions to grant or 
refuse exemptions and the reasons 
therefor should be made public. 


Consideration should be given to a system 
Of “earning” reducbions in -tax according 
to a sliding scale depending upon the 
proportion of the output fabricated in 
Canada and upon the stage to which output 
is processed. 


(iii) Other Policy Techniques 
5. Thin Capitalization Rules 


Consideration should be given to extending 
the application of the thin capitalization 
rules along the lines of excluding the 
deduction of interest on the excessive 
debt of foreign controlled subsidiaries 
where that debt is ultimately guaranteed 
by the foreign parent. 


POTENTIAL NEW TECHNIQUES 


As a general guide to the implementation 

of new policy initiatives in the natural 
resources sector these initiatives should 
apply to new developments and to proven 
reserves not currently exploited but not to 
developments currently being worked. 


(i) Mandated Ownership Requirements 


A long-run goal of non-renewable natural 
resources policy should be to ensure that: 


(i) At least 75 per cent of the equity 
of all new ventures in the non- 
renewable natural resources sector 
after the implementation of the Com- 
mittee's recommendations be owned by 
Canadians; and 


(ii) No single non-resident or related 
group of non-residents own more than 
10 per cent of the equity of ventures 
in the non-renewable natural resources 
sector. 


(iii) 
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18. The recommended Canadian ownership require- 
ments in the non-renewable natural resources 
sector should be implemented in three stages 
over a 15 year period as follows: 


(1) 


(ii) 


GEES Be 8) 


After 5 years: At least 25% of the 
equity of non-renewable natural 
resources ventures must be held by 
Canadians; 


After 10 years: At least 50% of the 
equity must be held by Canadians; 


After 15 years: At least 75% of the 
equity must be held by Canadians and no 
more than 10% may be held by any one 
non-resident or related group. 


19. Sanctions to be imposed on firms in violation 
of the Canadian ownership requirements should 
include the following: 


(es) 


Gieis) 


(is 


Fines and/or imprisonment to be 
imposed on senior officers and 
directors who knowingly participate 
in the violation; 


Until the firm complies, the rate of 
growth in both the gross assets and 

gross revenue of the firm should be 

limited to 0%. 


Selective Government Equity Participation 


20. The Committee Recommends that: 


(1) 


Sic) 


Clea) 


New ventures in the non-renewable 
natural resources sector should be 
required to file with the Government of 
Ontario notice of proposed operations; 


The Government should be empowered to 
take up to 50% of the equity in new 
ventures in the non-renewable natural 
resources sector; 


The Government should be reguired to 
notify the new venture whether and to 
what extent it wishes to take up equity 
within: 15 dayseatters friing: of the 
notice. After the expiration of 15 days 
the Government would be deemed to have 
elected not to take up any equity. 


* Messrs. Kennedy and Walker dissent from this 
recommendation. See p. 87 
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Requests for Government equity partici- 
pation initiated by firms in the natural 
resources sector should be screened by 
Ontario's Development Corporations and 
should be acted on only if 


(3) the proposed venture is economi- 
cally viable; 


(ii) the proceeds of Government equity 
financing will be used in the 
development of the resource; 


(iii) the required financing is not 
available from other Canadian 
sources; 


(iv) control of the proposed venture 
will continue to be in the hands 
of Canadians; and 


(v) Government equity participation is 
otherwise in the public interest. 


As ventures in which it has an equity 75 
interest mature to the point that a 

secondary issue to the public is feasible, 

the Government should be empowered to offer 

its shares to the public at an appropriate 

price. The shares issued to the public 

should be constrained shares in that they 

cannot be sold to non-residents. 


(iii) Royalty Payments in Shares 


Considerations should be given to empowering 81 
the Treasurer to collect royalty payments in 

respect of new resource developments in the 

form of shares. The essential features of the 
recommended system would be as follows: 


1. The fair market value of the shares 
transferred to the Treasurer should be 
equal to the amount of cash royalties 
that would otherwise be exigible; the 
class and quantity of shares issued 
should be acceptable to the Treasurer. 


2. The system should apply to both 
Canadian and foreign controlled firms. 


(v) 


25. 


24. 


3. The maximum proportion of the out- 
standing voting shares issued to the 
Treasurer should not exceed 50 per 


cent at any time. Once the 50 per 
cent threshold is reached, royalty 
payments will be made in cash. If the 


corporation thereafter issues further 
shares, the corporation could again be 
required to pay royalties in shares 
until the 50 per cent limit is reached 
once more. 


4. The Treasurer should be empowered to 
sell shares on the public markets. 
However, the sale of shares by the 
Treasurer should not operate so as to 
require the Company to issue more shares 
to the Treasurer; in no situation should 
the total number of shares issued to 
(but not necessarily held by) the 
Treasurer exceed 50% of the outstanding 
Shares at any given point in time. 


(iv) Mining Machinery and Engineering 
Consulting Services 


The Government should actively encourage the 
development of Canadian controlled firms in 
the mining machinery and equipment industry 
through the provision of loans and research 
assistance and through purchasing policies. 


Policies should be developed to improve the 
performance of mining machinery and equipment 
firms in terms of exports, research and 
development and increasing Canadian value 
added. 


(vi) 
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NON-RENEWABLE NATURAL RESOURCES, FOREIGN OWNERSHIP 


AND ECONOMIC DEVELOPMENT 


INTRODUCTION 


Although there are a great many similarities 
between renewable natural resources (e.g. forest products, 
hydro-electric power) and non-renewable natural resources 
(e.g. mining, oil and gas), the Committee has concluded 
that there are fundamental distinctions which warrant 
analyzing these two aspects of the natural resources 
sector separately. Economic supplies of non-renewable re- 
sources are finite, whereas supplies of renewable resources 
can be exploited and replaced. This distinction counsels 
caution with respect to the rate of exploitation of non- 
renewable resources and suggests different approaches for 
the exploitation and replacement of renewable resources. 
Non-renewable resources which are exploited now cannot be 
exploited later, whereas renewable resources, such as hydro- 
electric power which are not currently exploited are forever 


lost. 


Table I indicates the relative size of the manu- 
facturing, the non-renewable and the renewable sectors of 
the Canadian economy in 1970. The renewable natural 
resources sector (defined as mining) is about one-third the 


size of the manufacturing sector in terms of assets employed, 


TABLE I 
ASSETS, SALES AND PROFITS 


ATTRIBUTABLE TO FOREIGN AND CANADIAN CONTROLLED 
ENTERPRISE 


SELECTED INDUSTRIES, 1970 


Foreign Canadian 
Controlled Controlled Other Total 


(Amounts in millions) 


Manufacturing 
Assets S27 Owe = 13,663 Sly, 052 547,287 
593% 39% S 1002 
Sales 54% 42% 4% 100% 
PEOLLES 62% 37% 1% 100% 


Non-Renewable Natural Resources (Mining) 


Assets SLO7422 $4,596 Ses SHS lay 6s: 

683% 313 13 100% 
Sales 733% 25% 2% 100% 
Profits TZ2S 29% -13% 100% 


Renewable Natural Resources (Agriculture, forest, fish) 


Assets $201 soll $493 Soo 

13% 54% 33% 100% 
Sales 7% 56% 37% 100% 
Profits 303% 503 20% 1003 


sources. CALURA, 19/0); spp. 1a,) 257532. 


whereas the renewable resources sector (defined as including 
agriculture, forestry and fishing) is only about one- 
thirtieth the size of manufacturing. Put another way, the 
non-renewable sector is about ten times the size of the 
renewable sector. Moreover, the phenomenon of foreign 
control is far more evident in mining than in the renewable 
resources sector. Whereas foreign controlled firms 
accounted for about 70% of the assets, sales and profits in 
non-renewable resources, foreign controlled firms accounted 
for only 13% of the assets, 7% of the sales and 30% of the 
profits in renewable resources. 

Of the eight industrial classifications of non- 
financial industries used in the CALURA data, the renewable 
resources sector is among the lowest of all the classi- 
fications in terms of foreign participation and the non- 
renewable sector the Highest. 

The differences in policy considerations appli- 
cable to the two aspects of the natural resources sector, 
has persuaded the Committee firstly, that non-renewable 
natural resources must be analyzed separately from renewable 
resources; secondly, that if policy initiatives are to be 
undertaken with respect to foreign ownership and control in 
the natural resources sector, such initiatives should be 
directed primarily to non-renewable resources; and thirdly, 
that major policy initiatives are required to enhance the 
Canadian presence in the non-renewable natural resources 


sector of the Canadian economy. 


NON-RENEWABLE NATURAL RESOURCES 


In the context of the Canadian economy a con- 
Sideration of non-renewable natural resources involves 
primarily mining, ot) and-gas. Although Ontario 1s 
involved to some extent in the exploration for and pro- 
duction of oil and gas, the primary focus of concern in 
Ontario with respect to non-renewable resources is on 
mining. The analysis which follows concentrates on mining 
although much of the analysis is applicable to other 
aspects of the natural resources sector. 

The Committee notes that there are in essence two 
separate, yet related policy issues involved in the con- 
Sideration of foreign direct investment in the non-renewable 
resources sector. The first involves the balance between 
resource exploitation and manufacturing in the Canadian 
economy. The second involves the balance between foreign 
ownership and Canadian ownership within the resources 
sector. These two fundamental issues are related in that 
the degree of foreign ownership in the resources sector may 
to some extent influence the balance between resources and 
manufacturing in our industrial structure. The following 
sections consider each of these issues and seek to identify 


the interrelationships. 


RESOURCES VS. MANUFACTURING 

The Committee has found that historically a major 
element of the industrial development policies of Canada and 
Ontario has been the encouragement of non-renewable resource 
exploitation through a variety of incentives such as generous 
depletion allowances, tax holidays, subsidies and the like. 
Although the tax provisions in respect of income derived from 
resource exploitation have been substantially revised by the 
new federal tax legislation, a policy of highly favourable 
treatment of resource-based income remains intact contrary to 
the recommendations of the Carter Commission and the federal 
government's own policy statement in the White Paper. To be 
sure, these incentives to resource exploitation have been 
available to both Canadians and foreigners, generally on a 
non-discriminatory basis. Nevertheless, the realities of the 
world economy have been such that foreign owned firms have 
been in a unique position to take advantage of the favourable 
Canadian resource environment. 

The Gray Report identified a number of factors 
which had the result of enabling foreign firms to respond to 
the opportunities of the favourable Canadian resource climate 
to the exclusion of Canadian owned firms. - There were two 
serious gaps in the Canadian environment which foreign firms 
could and Canadian firms could not overcome: Canadian 
financial markets could not readily supply the huge pools of 


capital required for resource developments; and foreign firms 


6 
had access to the large, secure markets which were required 
to render Canadian resource ventures economically attractive. 
In addition, foreign governments such as that of the U.S., 
and more recently Japan, have encouraged foreign resource 
development through tax incentives and low levels of barriers 
to imports of raw materials. Moreover, foreign firms, 
responding to a need to secure sources of supply of raw 
materials used in their large plants in the home country, 
have engaged in backward vertical integration involving 
Canadian resource ventures. 

In summary, the particularly favourable Canadian 
resources environment created to a considerable extent by 
federal and provincial economic development policies has con- 
tributed in no small measure to the current balance between 
resources and manufacturing. We must recognize that the 
present balance, whether that balance is characterized as 
appropriate or inappropriate to Canada's needs, has been 
struck primarily as a result of Canadian economic policies 
and not primarily as a result of any sinister motivations on 
the part of foreign owned firms or governments. 

To be sure, the fact is that a large proportion 
of the natural resources sector is foreign owned. It is 
tempting to conclude from that fact that the present balance 
between resources and manufacturing results from the high 
proportion of foreign ownership. However, here again we must 
recognize that the high level of foreign ownership has 


resulted from the mesh of Canadian resources policy and the 


realities of the world environment. The Canadian policy 
of encouraging resource exploitation existed in an 
environment where Canadian capital markets were equipped 
neither to assemble the large individual pools of capital 
required for resource ventures nor to raise the large 
aggregate flows of capital required for resource develop- 
ments; and where Canadian firms did not have access to 
secure markets for the output of resource ventures. If 
we wish to change the balance between resources and manu- 
facturing we must develop a new set of substantive 
policies which recognize the realities of the Canadian and 
world economies. 

Having examined the nature of the current 
balance between natural resources and manufacturing and 
having examined the process of how that balance was struck, 
we must now consider the consequences of that balance in 
order to determine whether the current balance is an 


appropriate one. 


The current emphasis on resource exploitation has 
resulted in a relatively greater era on capital as 
compared with labour. This has contributed to our unemploy- 
ment problem. For example, while mineral production 
represented about 7 per cent of GNP in 1970, it accounted 
for only 1.4 per cent of the labour Corcene Or the export 
of an additional $1 billion of energy resources to the U.S. 


would give us about $68 million in wages and salaries while 


a compensating importation of $l billion of manufactured 
goods would mean that we are importing between $200 million 
and $350 million in wages and sabaries a However, we must 
remember once again that this result is not attributable 

to the fact of foreign ownership per se, but to our. own 
industrial policies for the employment results would be sub- 
stantially the same if the resources sector were controlled 
by Canadians exclusively, other things being equal. 

To the extent that resource ventures are financed 
from abroad, the resulting importation of funds puts upward 
pressure on the Canadian dollar relative to other currencies 
with the ultimate result that our manufactured goods become 
less attractive on the world market. To the extent that 
resource developments are financed on the Canadian capital 
markets, those funds and the underlying real resources are 
not available to develop other sectors of the economy such 
as manufacturing. 

These considerations suggest that the current 
balance between resources and manufacturing as reflected in 
the Canadian economy and as reflected in current economic 
policies is weighted too heavily in favour of non-renewable 


natural resources. Therefore, 


THE COMMITTEE RECOMMENDS THAT CANADIAN ECONOMIC POLICIES 
BE RE-ORIENTED SUCH THAT GREATER EMPHASIS BE GIVEN TO THE 
| DEVELOPMENT OF THE MANUFACTURING SECTOR AND THAT THE NON- 


| RENEWABLE RESOURCES SECTOR BE DE-EMPHASIZED. 


In recommending that a new balance between manufacturing and 


non-renewable resources be drawn, the Committee is not 


suggesting that resource development be discouraged. The 
Committee does, however, recommend a policy shift such 
that the current policy bias in favour of resources relative 


to manufacturing be removed. Accordingly, 


THE POLICY SHIFT SHOULD INVOLVE NOT A DISCOURAGEMENT OF 
RESOURCE DEVELOPMENT BUT AN ENCOURAGEMENT OF MANUFACTURING 


AND PROCESSING IN CANADA. 
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FOREIGN VS. CANADIAN OWNERSHIP 
IN THE RESOURCES SECTOR 


We have already seen that in 1969 foreign owned 
firms accounted for about 70% of the assets, sales and 
profits in the non-renewable resources sector. This 
represents the highest proportion of the eight industrial 
classifications used in the CALURA data. In the last 
section we discussed the process whereby this high degree 
of foreign ownership in the resources sector developed. 

It was noted that this process involved a convergence of a 


number of factors both internal and external to Canada: 


internal factors: 


- highly favourable policy environ- 
ment to encourage resource ex- 
ploitation; 


- capital market gap - Canadian 
capital market unable to marshal 
the huge pools of funds required 
for resource ventures both for 
individual ventures and in the 
aggregate; 


- marketing gap - Canadian firms 
unable to establish secure markets 
for output to render the venture 
attractive; 


external factors: 


- home countries encouraging the 
development of secure supplies of 
raw materials for inputs in 
domestic plants - tariff, tax 
policies; 


- backward vertical integration by 
foreign firms to ensure secure 
sources of supplies of raw 
Materials; foreign firms could 
guarantee markets for output. 


ate 


Frequently in the debate concerning foreign 
ownership in the resources sector, the discussion proceeds 
on the basis of fixing on any one of the above factors as 
the cause of the high level of foreign ownership. The 
important point to note in any discussion of pOLicy 2h this 
area is that our present situation results not from any one 
or another of the above factors, but from the convergence of 
all of the above factors. For example, if it were considered 
desirable to restrict future resource developments to 
Canadian firms, such a policy must recognize the capital 
market gap to the extent it exists and the marketing gap. 

If it is desirable to encourage processing in Canada, such 
a policy must come to grips with the propensity of foreign 
governments to treat imports of processed goods less 
favourably than unprocessed goods. 

The Committee notes that the time period during 
which the development of Canadian resources took place and 
during which the high degree of foreign direct participation 
in this sector developed, involved a general situation where 
world supplies were abundant relative to demand. The Com- 
mittee senses the development of the opposite situation 
where world supplies of resources are tighter. In such a 
situation Canada may well) besin apposition, for example: 


(i) to influence other countries' tariff, 
tax and other policies; 


(ii) Canadian owned resource firms may now 
be in a better position to develop 
secure markets for their output. 


12 


What are the effects of a high degree of foreign 
participation in a Sector which 1S so importante to tue 
Canadian economy? The Gray Report has listed the costs and 
the benefits of foreign direct investment in the resources 
sector.” The costs and benefits listed in the Gray Report 
are largely economic in nature. The Committee is of the 
view that it is not possible to make a conclusive deter- 
Mination of the net economic benefits of foreign direct 
investment in non-renewable resources because many of the 
costs and benefits are qualitative and not readily suscep- 
tible to quantification. A balancing of the costs and 
benefits is perforce a judgemental matter. In any event, 
such a determination iS past-oriented; past costs and 
benefits cannot be altered. Nevertheless, the Committee has 
concluded that, on balance, foreign capital in the resources 
sector has made a substantial contribution to the develop- 
ment of Canada and that foreign capital will continue to 
play an important role in the future. 

Our concern, however, iS not so much with the past 
but with the future. Throughout the Committee's hearings 
and its efforts to gauge public opinion and attitudes with 
respect to foreign ownership and control, the Committee has 
sensed a general mood of disappointment and frustration 
among Canadians with the fact that Canada's and Ontario's 
rich endowment of natural resources is controlled to a large 


degree by non-Canadian firms. Even if one concludes, as the 


De 


the Committee has concluded, that on the basis of a 
balancing of the economic costs and benefits of foreign 
investment in natural resources has been and will continue 
to be of benefit to Canada, this public mood of dis- 
appointment and frustration is an important factor to which 
public policy in relation of natural resources must respond. 
Moreover, the Committee is convinced that the net accion | 
benefits to Canada of investment in the non-renewable | 
natural resources sector can be enhanced by the development 
of a greater degree of Canadian ownership and control in | 


that sector. The Committee therefore concludes that there 


is a need for a strong and visible Canadian presence in 





the various aspects of the natural resources sector. 


THE COMMITTEE RECOMMENDS THAT ONE IMPORTANT GOAL OF BOTH 
PROVINCIAL AND FEDERAL RESOURCES POLICIES BE THE ACHIEVEMENT 
OF A STRONG AND VISIBLE CANADIAN CONTROLLED PRESENCE IN THE 


NON-RENEWABLE NATURAL RESOURCES SECTOR. * 


We shall consider later in this Report the specific 
policy tools available to implement this recommended goal. 
At this stage we shall consider the general approach that 
resources policies should take in this respect. The recom- 
mended policy goal of achieving a strong and visible Canadian 
presence may -be achieved in a variety of ways. One policy 


position would be that foreign direct investment in resources 


*For comment by Messrs. Deans, Martel and Smith, see p. 86. 
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be excluded entirely by mandated Canadian participation 

in each resource venture. Another approach is to enhance 
the ability of Canadian firms to develop natural resources. 
Or resources policies could reflect both of these approaches. 

The complete exclusion of foreiqnucapital asva 
negative approach which in our view should be avoided if 
possible. It is in the final analysis an approach which 
assumes that Canadians are not capable of ever competing 
with foreign investors. In substance, it assumes that 
Canadian policy is incapable of creating an environment which 
is conducive to a strong Canadian presence in the resources 
sector. We are convinced that neither of these assumptions 
is correct. In fact, we are convinced that policy techniques 
are available to create an environment in which the com- 
petitive instincts and abilities of Canadians can be directed 
towards our recommended goal. Such a positive environment 
will result in the achievement of that goal without the 
deleterious effects which a negative, restrictive environment 
implies. 

Even though the Committee has concluded that foreign 
direct investment has made a substantial contribution, the 
Committee is nevertheless convinced that Canada can achieve 
a more favourable balance in terms of the traditional cost- 
benefit analysis. We are persuaded that with the appropriate 
policy tools Ontario and Canada can increase the benefits 
and reduce the costs of foreign direct investment in the 


resources sector. 


1 5) 


It has been observed that the Canadian resource 
Opérations of foreign £irms’ tend to be part, of a verti- 
cally integrated firm. This has led to the observation 
that Canadian operations tend to be truncated because much 
of the processing and fabrication takes place abroad. 
However, to make that observation does not mean that a 
causal relationship has been identified. In other words, it 
does not answer the question whether the Canadian operations 
are truncated because they are foreign controlled. Put 
another way, if the resource sector had developed under 
exclusive Canadian control would it have been less truncated? 
These are in substance indeterminate questions. It is 
probably not useful to belabour them unduly. If we want 
more processing in Canada, a more fruitful approach would 
appear to be the establishment of explicit requirements to 
that effect rather than to engage in the questionable kind 
of reasoning to the effect that more Canadian ownership in 
the resources sector will result in a greater degree of pro- 
cessing in Canada. We will consider policy tools directed 
towards more processing in Canada in a later section. 

The fact that foreign controlled resource oper- 
ations are part of an integrated industrial system can 
render it very difficult for independent Canadian firms to 
establish competing operations. The output of the system's 
Canadian operations can be transferred abroad via trans- 


actions that are not at arm's length. This could permit the 
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integrated system to discourage competition by keeping 
those activities unprofitable. Representations were made 
to the Committee that that in fact occurs. Howeyer, when 
pressed, those making this argument could not substantiate 
it. In any event, to the extent that pricing policies may 
be manipulated in this way, they should be dealt with by 
the combines legislation. Pricing policies have tax 
implications as well. Even if the tax rules and procedures 
are successful in neutralizing the tax effects of the 
manipulation of transfer pricing, they are unlikely to have 
any effect on the anticompetitive aspects. As a practical 
matter the current screening process established by the 
Foreign Investment Review Act can serve a Supplementary and 
Supportive role in detecting and neutralizing the anti- 


competitive effects of the manipulation of transfer prices. 


POTENTIAL POLICY TECHNIQUES 


I. REMOVAL OF INCENTIVES 
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POTENTIAL POLICY TECHNIQUES 


I. REMOVAL OF INCENTIVES 


The Committee concluded above that a new balance 
between manufacturing and natural resources be drawn by, 
aMmonglotner things, the ‘reduction of, climination of the 
substantial tax incentives that have been granted to 
resource exploitation by our tax legislation. The Appendix 
briefly sets out the current tax position of the natural 
resources sector and notes the changes proposed in the 
recent federal and provincial budgets. We emphasized that 
the process of drawing a new balance should involve more 
encouragement of manufacturing, processing and fabrication 
in Canada relative to primary extraction rather than merely 
removal of the incentives now granted to resource exploitation. 

To the extent that special incentives to the re- 
sources sector are retained, there is a strong argument to 
be made that tax incentives be restricted to corporations 
controlled by Canadians. We are advised that the operation 
of the foreign tax credit provisions extant in the tax systems 
of foreign countries, particularly the United States, is such 
that if the Canadian tax incentives were removed, the 
resulting increase in Canadian tax payable by foreign con- 
trolled corporations could be offset, at least to some extent, 
against their tax liabilities in their home jurisdictions. 


Put another way, the benefit to the foreign controlled 
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corporation of the reduced Canadian tax resulting =rom 
the special tax incentives are offset, at least in Dart, 
by higher tax liabilities in the home COUnLEY: 

Due to time and manpower limitations, the Com- 
mittee has not undertaken an in depth study of the complexi- 
ties involved in a consideration of the foreign tax credit 
mechanisms of foreign jurisdictions and how they relate to 
Canada's tax system. It is the view of the Committee that 
such a study is best left to the experts and those involved 
in the administration of our tax system. Since the 
efficiency of the tax system in this connection has national 
and international implications, the Committee would suggest 
that this study be undertaken by the federal authorities. 
The study has important implications in terms of the 
efficiency of our incentives to the resources sector. 


Accordingly; 


THE COMMITTEE RECOMMENDS THAT A STUDY BE UNDERTAKEN BYaTHE 
FEDERAL GOVERNMENT TO DETERMINE TO WHAT EXTENT THE OPERATION 
OF FOREIGN TAX SYSTEMS NEUTRALIZE THE EFFECT OF CANADIAN 


INCENTIVES TO THE NATURAL RESOURCES SECTOR. 


We have noted that about 70 percent of the assets, 
sales and profits in the natural resources sector is attri- 
butable to foreign controlled COLpOrataons:. Moreover, many 
of those corporations are part of a vertically integrated 


system. To the extent that the foreign tax credit provisions 
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operate as the Committee has been advised, the net effect 
of the Canadian tax incentives granted to those corpora- 
tions is to provide additional revenues to foreign public 
treasuries at the expense of the Canadian federal and 
provincial treasuries without any real benefit accruing to 
the Canadian economy. 

Should the recommended study confirm this argument, 
the Committee would recommend that the incentives to 
encourage resource development which are retained be res- 
tricted to Canadians. To the extent that this is done, the 
ability of Canadian controlled firms to engage in resources 
development will be enhanced. 

To the extent that the incentives for non-renewable 
resource exploitation are removed, the Canadian resources 
environment will be rendered relatively less favourable for 
Canadian and foreign firms alike. However, this of itself 
does nothing to enhance Canadians’ ability to participate in 
the development of our resources. In the following sections, 
we shall consider specific policy techniques designed to 


accomplish this goal. 
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POTENTIAL POLICY TECHNIQUES 


II. REMOVAL OF INTERNAL AND 
EXTERNAL IMPEDIMENTS 
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II. REMOVAL OF INTERNAL AND EXTERNAL IMPEDIMENTS 
SE ERE EE EDEN TSO 


We have noted that in the past the unique ability 
of foreign firms to take advantage of Canadian resource 
opportunities stems in part from several internal deficien- 
cies in the Canadian economic environment and in part from 
factors external to Canada. We shall consider each of these 


an turn. 


(1) Internal Factors - Capital Market Gap 


In the past, the Canadian capital market has dis- 
played an inability to marshal the large pools of capital 
required for the financing both of individual resource ven- 
tures and of aggregate resource development over time. This 
inability has been referred to as the capital market "gap" 
in relation to natural resources. The Canadian capital 
market generally has been analyzed in a separate report pub- 
lished by the Committee. ° We shall.consider in this section 
how this particular capital market gap in relation to 
resources might be remedied. 

It is appropriate at this point to recall our 
recommendation that a new balance between resources and 
manufacturing be drawn by, among other things, removing the 
policy bias in favour of resources vis A vis manufacturing. | 
We have recommended that this new balance be achieved, not 
so much by means of actively discouraging resource develop- 
ment but more by means of encouraging manufacturing, 


processing and fabrication in Canada. 


a4 


It has been urged upon the Committee that major 
resource developments such as the MacKenzie Valley pipeline 
are not in the best interest of Canada for a variety of 
reasons, including the major impacts such developments would 
have on the capital markets and the balance of payments. As 
a result, it was argued before the Committee that resource 
ventures of this nature be actively discouraged or banned. 
An exhaustive evaluation of the desirability of specific 
major natural resource developments is not only outside the 
terms of reference of the Committee but also beyond the 
resources which the Committee had at its disposal. Neverthe- 
less, the Committee is of the view that the policy emphasis 
in the broad spectrum of the Canadian economic environment 
Should be a positive rather than a negative one in the sense 
that desired activities be encouraged rather than undesired 
activities actively discouraged or banned OULTIONe. /STESis 
the view of the Committee that our economic system operates 
most effectively in a positive rather than a negative policy 
environment. 

If it be determined as a matter of public policy 
to encourage manufacturing relative to resource developments 
as the Committee has recommended, this should be done by 
altering the economic environment of resource ventures 
through such measures as changes in resource pasos, and 
requiring more processing and fabricating in Canada. In 
this way the capital market will be in a position to perform 


its function of allocating investment funds efficiently 
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within the total economic environment to ensure that in 
the aggregate the maximum economic activity will take 
place. 

The capital market gap has been identified as an 
inability on the part of the Canadian capital market in the 
past to supply the large pools of capital required to 
underwrite individual large resource ventures and to finance 
aggregate Canadian resource development over time. [In its 
Report of the Capital Markets, the Committee noted that in 
the aggregate the level of domestically generated savings 
approached or exceeded the volume of domestic investment in 
recent years. However, the Committee also noted that self- 
sufficiency in aggregate terms does not mean that ona 
sectoral or individual project level the required capital 
will be forthcoming from domestic sources. The Committee 
has concluded that a gap continues to exist in the Canadian 
capital market in supplying the pools of capital required 
to finance resource ventures. However, the extent of this 
gap may not be as great as it has been in the past. Never- 
theless, the Committee recognizes that Canada is on the 
threshold of a period in which huge resource ventures 
related particularly to oil and gas will make great demands 
upon Canadian capital markets and in which this gap in the 
capital market will become increasingly evident. As 
Ontario is the cornerstone of the Canadian capital market, 


it behooves this Province to develop policy responses. 


aS 


In remedying this capital market gap in relation 
to natural resources development the Committee sees an 
important and continuing role for foreign capital. Never- 
theless, the Committee is of the view that this role should 
be a different one than in the past. We noted in the 
Report on the Capital Markets that since the 1920's foreign 
investment has taken the form of direct as opposed to DODGE 
folio investment, predominantly from the United States. 

The Committee has concluded that in the future foreign 
investment, particularly in the non-renewable resources 
sector, should take the form of portfolio rather than direct 
investment. 

The Committee bases this conclusion on several 
factors. First, the promotion and encouragement of foreign 
portfolio rather than direct investment will promote the 
policy goal recommended by the Committee of achieving a 
strong and visible Canadian controlled presence in the non- 
renewable natural resources sector. 

second, the fact that more controlling equity 
positions in resource ventures will be located in Canada 
will mean that the residual benefits of ownership and control 
will accrue to the benefit of the Canadian shareholders and 
Canada generally. This is particularly important in a world 
environment in which there appears to be developing prolonged 
periods of shortages of natural resources. The analogy with 


the concept of leverage used in the field of corporation 
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finance is apposite: In the present situation with about 
70% of the assets, sales and profits of the non-renewable 
resources sector attributable to foreign direct investment, 
it would appear that Canada as a nation is underleveraged 
in this sector. The promotion of foreign portfolio invest- 
ment relative to direct investment would relieve the 
imbalance. 

Third, a further sort of leverage to be achieved 
is a public policy leverage. To the extent positions of 
control in the non-renewable natural resources sector will 
be situated in Canada, this sector will be more amenable to 
Canadian public policy regulation and less amenable to 
regulation, direct or indirect, by foreign governments. 
Moreover, Canadian control will mean that decisions about 
Canadian resources are made in Canada. The Committee is 
convinced that decisions made in Canada are more likely to 
be in Canada's interest than decisions effectively made 
abroad by foreign controlling interests. In view of the 


above considerations, 


THE COMMITTEE RECOMMENDS THAT CANADIAN RESOURCES POLICIES, 
PARTICULARLY IN RESPECT OF NON-RENEWABLE NATURAL RESOURCES, 
PROMOTE FOREIGN PORTFOLIO RATHER THAN DIRECT INVESTMENT IN 


CANADIAN VENTURES. 


The Committee is concerned that effective control 


of resource ventures be retained in Canada. This means that 


ta 


foreign firms could participate by way of debt or equity, 
provided that the combination of foreign debt and equity 
participation does not carry with it effective control. 

The Committee is convinced that the world 
economic environment, particularly in relation to natural 
resources, iS now such that Canada Carn ,"aSa*nation, insist 
that foreign inflows of funds be primarily in the form of 
portfolio rather than direct investment. First) the 
increasing concern about relative Scarcity of non-renewable 
natural resources on the world level enhances Canada's 
POSition Mn teh swiregard. Second, we have noted that in 
aggregate terms the potential level of Canadian savings 
appears to be sufficient to Satisfy aggregate desired 
investment. The problem is to channel Canadian savings in 
Support of Canadian ownership and control. The Committee 
is of the view that an effective, well articulated public: 
policy aAnSehistregara wii provide the impetus for the 
Canadian capital markets to do just that. 

Third, the pattern of world sources of funds has 
been shifting in recent years. Although the United States 
is still a very important factor, its importance as a 
source of funds is declining. The European capital markets, 
Japan and more recently the Arab nations are becoming 
increasingly important sources of funds. AlORGMeEER this 
geographical shift in the sources of funds, the Committee 
understands that European, Japanese and Arab investors are 


relatively less interested in direct investments than are 
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the Americans. This greater interest of Europeans, 
Japanese and Arab investors in portfolio investment matches 
the Committee's recommendation to promote foreign portfolio 
investment and to discourage direct investment. 

A geographical dispersion of the sources of funds 
upon which Canada draws will render an added advantage to 
Canada. Currently, a great proportion of foreign investment 
in Canada is sourced in the U.S. For a variety of reasons 
this is of concern to many Canadians. With Canada drawing 
on a greater variety of world sources of funds in the 
future, this concentration of investment will to some degree 
be ameliorated. 

The Committee is not convinced that the Canadian 
capital market has sufficiently explored sources of funds 
alternative to those in the United States. The Committee 
visualizes a number of reasons for this, primarily the close 
proximity; of the. U.S. capital market: in. terms-of distance, 
common language, institutions and similarity of modes of 
Operation. Nevertheless, the Committee is convinced that 
much can be done to make greater use of alternative world 
sources of funds, especially in view of the very large 
resource ventures looming on the horizon. On the basis of 


these considerations, 


THE COMMITTEE RECOMMENDS THAT GREATER ATTENTION BE GIVEN 
TO DEVELOPING AND TO DRAWING ON FOREIGN SOURCES OF 


CAPITAL OTHER THAN THE UNITED STATES. 


ay 


In implementing this recommendation, the Com- 
mittee visualizes an important role not only) forsthe 
institutions of the Canadian Capital market, but also for 
the Government of Ontario. In the Report ‘orlSthe Capita 
Markets, the Committee recommended the establishment of a 
body in the Ministry of Industry and Tourism, among other 
things, to monitor the capital market in Ontartoe- One 
important function of this body should be to assist the 
Ontario institutions in exploring and developing these 
alternative sources of capital. A government involvement 
in this connection may be invaluable in dealing with such 
sources of funds as the Arab nations and Japan where govern- 
ment involvement is extensive and whose governments consider 
important other governments' involvement in negotiations 
with them. 

Thus far we have considered the future role of 
foreign investment in meeting the capital market gap “in 
relation to the natural resources sector. We have recom- 
mended that this role be limited to the extent practicable 
to portfolio investment. At this Stage of the analysis, 
one must consider how in practical terms this is to be 
accomplished and how to improve the capital market's ability 
or its willingness to marshal the required capital in 
Support of Canadian equity Ownership. | 

The screening process established by the long 
considered and recently enacted Foreign Investment Review 


Act will of itself, to some degree at least, serve to limit 
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direct investment by non-residents. This is in effect 
accomplished in a number of ways. The mere fact of non- 
residents having to submit their proposed takeovers or 
new ventures to the screening agency which is in effect 
empowered to bargain for increased Canadian ownership 
will have some effect in that direction. Nevertheless, 
the screening process does not apply to expansions of 
existing foreign controlled firms in related industries. 
As a large proportion of the natural,resources sector is 
foreign controlled, this is a major gap in the screening 
process. It can be expected that a considerable part of 
the future development of the Canadian resources sector 
will come from the expansion within the resources sector 
of foreign controlled firms. This isan important gap in 
the screening process. The Foreign Investment Review Act 
will be more fully analyzed in a subsequent Report of the 
Committee. 

We shall consider in detail later in this Report 
the various techniques which could be used to limit foreign 
investment tho portfolio investment and to support Canadian 
Ownership and control in the non-renewable natural 


resources sector. 


(ii) Internal Factors - Marketing Gap 


The Committee noted earlier that relative to 


foreign controlled resource firms which tend to be part of 
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an integrated system based abroad, Canadian firms en- 
countered difficulty in establishing secure markets for 
their output necessary to render the venture attractive 
and necessary to secure the financing from the Capital 
market. 

It is clear that the Canadian economy is gene- 
rally not of sufficient size to absorb the large output 
required from resource ventures of a Size sufficient to 
achieve economies of scale. The key to the success of 
Canadian resource ventures is the development of stable and 
secure foreign markets for their OUEDUE seh om! much of 
Canada's past, the world situation in terms of the supply 
and demand for raw materials, particularly minerals, was 
that there was an excess supply. In this kind of environ- 
ment, firms which were part of foreign based integrated 
systems had a distinct advantage over Canadian firms in 
access to secure foreign markets. It was this advantage of 
foreign controlled firms, together with the inability or 
unwillingness of the Canadian Capital market to marshal 
funds in support of Canadian controlled firms, which set in 
motion and perpetuated the process that resulted in the 
very high degree of foreign controlled participation in the 
natural resources sector. 

This process was a cumulative and self-. 
perpetuating one. The relative inability of Canadian firms 
to develop secure foreign markets inevitably led to a 


reluctance on the part of Canadian sources Of capital. to 
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commit the very large funds required for any given resource 
venture. The economics of the mining sector are such that 
plants of very large size are required to enjoy the econo- 
mies of scale and to be competitive internationally. In 
turn, the difficulty which Canadian firms had in obtaining 
financing of the required scale exacerbated their efforts to 
secure foreign markets since potential purchasers wished to 
be assured of supply once purchase commitments were made. 

A contributing factor to this process was perhaps 
that the foreign based integrated systems chose, for a 
variety of reasons, to take the bulk of their profits 
abroad at the marketing end of this system. It has been 
argued before the Committee that the major motivation for 
this was that the integrated system wished to discourage 
entry by competitors. The integrated system was in a 
position to control its markets of finished goods to a con- 
siderable degree through such means as advertising, product 
differentiation and the like whereas the system was not in a 
strong position to exercise any appreciable control over 
markets for raw materials or semi-processed goods. 
Accordingly, the integrated system sought to discourage 
competition at the stage of the system most accessible to 
competitors - the extractive stage - by keeping those 
activities unprofitable. 

It is to be noted that this process which has 
resulted in a large proportion of Canadian resource activity 


being under foreign control proceeded ina per1ioe of rela- 


SH 


tively abundant supply of resources on a world level. 

The Committee notes that currently there appears to be a 
general world shortage of supplies of raw materials. If 
this situation continues in the future, the ability of 
Canada as a nation to establish secure markets for its out- 
put will be enhanced. However, even if this is so, the 
Committee is convinced that the relative inability of 
Canadian controlled firms to establish secure markets will 


not be improved without policy initiatives. Therefore, 


THE COMMITTEE RECOMMENDS THAT AN IMPORTANT GOAL OF BOTH 
PROVINCIAL AND FEDERAL RESOURCES POLICIES BE THE IMPROVE- 
MENT OF CANADIAN CONTROLLED FIRMS' ABILITY VIS a VES 
FOREIGN CONTROLLED FIRMS TO DEVELOP SECURE MARKETS FOR 


THE ER OUTEUL. 


In this connection, the Committee would suggest initiatives 
on three broad fronts. First, the screening process estab- 
lished under the Foreign Investment Review Act could play 

an important role. This will be considered in detail ina 
subsequent Report of the Committee. In reviewing direct 
investments proposed by foreign controlled firms, considera- 
tion should be given to developing relationships between the 
foreign investor and Canadian controlled firms such that 

the latter would ensure supplies of resources and the former 
would bring its access to foreign markets into the relation- 


ship. 
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THE COMMITTEE RECOMMENDS THAT THE FOREIGN 
INVESTMENT REVIEW AGENCY IN ITS REVIEW OF DIRECT INVEST- 
MENTS IN THE NON-RENEWABLE NATURAL RESOURCES SECTOR 
CONSIDER, AS AN ALTERNATIVE TO THE DIRECT INVESTMENT, THE 
DEVELOPMENT OF RELATIONSHIPS BETWEEN THE FOREIGN INVESTOR 
AND CANADIAN CONTROLLED FIRMS SUCH THAT THE FORMER WOULD 
CONTRIBUTE ITS ACCESS TO FOREIGN MARKETS AND THE LATTER 


WOULD ENSURE 2SUPPLIES: .OF “RESOURCES. 


Second, the Committee sees a more active role 
for both federal and provincial governments in developing 
access for Canadian controlled firms to secure foreign 
markets. Both levels of government, in conjunction with 
Canadian firms, should initiate discussions with foreign 
governments and firms, and should become actively and 
aggressively involved on a continuing basis in developing 
foreign markets for Canadian resource firms. Although 
government activities in this connection should not be 
undertaken solely for the benefit of Canadian controlled 
firms, the Committee suggests that such activities favour 
Canadian controlled firms in recognition of the special 
difficulties which such firms have compared with foreign 
controlled firms in establishing secure foreign markets. 

Reersaerebses involvement in establishing foreign 
markets would ensure that Canada's interest in enhancing 
the degree of processing in Canada is promoted. For a 


variety of reasons, resource firms operating in Canada 
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individually may not be inclined or be in the position to 
bargain with foreign governments or firms for more 
Canadian processing. Government involvement would maxi- 
mize the likelihood that bargaining efforts along these 
lines are made effectively and that those efforts are 
successful. 

Moreover, many foreign governments are actively 
engaged in the search for secure sources of supplies of raw 
materials; the government of Japan is a notable example in 
this regard. The Committee understands that such govern- 
ments prefer to involve the governments of the potential 
sources of supply in negotiations leading to long term 
purchase commitments. An active involvement on the part of 
our governments would on the one hand cater to that 
preference and on the other hand ensure that the Canadian 
public interest is adequately represented in negotiations 
with foreign governments. 

A third initiative to improve Canadian controlled 
firms' access to markets abroad is to encourage the forward 
integration of Canadian controlled resource firms. The 
Committee has noted that one of the major features in the 
development of the present structure of the natural resources 
sector has been the presence of foreign controlled, ver- 
tically integrated systems in this sector. Forward integ- 
ration of Canadian resource firms towards ultimate markets 
for their output will have the effect in the long term of 


ensuring greater access to markets abroad. 
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Developments along these lines parallel in many 
respects the backward integration undertaken in the past 
by foreign firms. Foreign firms engaged in backward integ- 
ration in order to develop secure sources of supplies of 
raw materials. Canadian firms would integrate forward to 
develop assured and easier access to consumer markets. And 
just as foreign firms in the past used their positions in 
foreign markets as a base for backward integration towards 
the sources of raw materials, Canadian controlled firms 
are now able to use their position in terms of access to 
raw materials as a base to integrate towards consumer 
markets. In this connection, it is to be noted that the 
backward integration of foreign firms proceeded in a period 
of relatively abundant supplies of resources and that the 
access of foreign firms to markets for finished goods was 
the strength upon which the forward integration process was 
based. The current world position of relatively tight 
supplies of resources would appear to constitute a 
position of strength upon which Canadian firms could base a 


process of integration towards foreign consumer markets. 


(iii) External Factors - Foreign Tariff 
and Tax Policies 


The combination of tariff and tax policies of 
foreign countries tends to encourage the development of 
secure sources of supply of raw materials in Canada and 


their exportation from Canada in relatively unprocessed 


he, 


form. Table II illustrates, by way of specific example 

in connection with the U.S. tariff on imports of various 
forms of nickel, the tendency of tariff systems to subject 
imports of raw materials to higher levels of duty as the 
degree of processing and fabrication increases. Indeed, 
this tendency is imbedded in tariff structures throughout 
the world including that of Canada. 

The Committee identified above the employment 
effects of the resources sector as compared with the manu- 
facturing sector.’ We noted that the employment content 
of activity in the resources sector was substantially less 
than that in the manufacturing sector. Moreover, these 
foreign tax and tariff policies enhance the ability of 
foreign firms to exploit Canada's resources relative to 
Canadian firms. 

As noted in the discussion of the marketing gap, 
foreign based integrated firms have established access to 
their home markets. Integrated systems tend to derive the 
bulk of their income from the processing and marketing or 
"downstream" end of their operations. Due to the home 
country's tariff structure which discourage importation of 
processed goods, the downstream operations are located in 
the home country. The relatively large downstream profits 
available to the integrated systems in the home countries 
enable them to accept the relatively large and risky 
expenditures associated with resource development and 


exploitation in Canada. 
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TABLE II 


UNITED STATES TARIFF RATES ON CANADIAN 
EXPORTS OF NICKEL (1969) 


Form of the Nickel Short Tons Percentage Umowe bade 
In matte 69 free 
In oxide sinter 19,491 18.23 free 


Refined metal 
(normally raw 
cathode nickel) 86,768 81.6 flakes - 
8 cents per l1b.* 


anodes - 
8 cents per ad 
valorem* 


angles, shapes, 
sections - 
14% ad valorem 


Finished metal Small bars, plates, 
sheets, strips - 
19% ad valorem 


Total 0G, o20 100% 0 


* This tariff was suspended in 1969 during nickel shortage. 


Source: Ontario, Select Committee on Economic and Cultural 
Nationalism, Foreign Ownership and The Mining 
TNAOUStE LY, OCLODEr, LU 7o, Deas. 
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On the other hand, Canadian resource firms do not 
have the same access to foreign markets for processed goods. 
This makes it difficult for Canadian firms to establish the 
downstream processing operations which in the case of the 
foreign based integrated systems are the source of the 
income and strength that enable them to accept the large and 
risky expenditures involved in resource development. Even 
if Canadian firms could establish secure foreign markets, 
the present tariff structures of foreign countries would 
often require that the processing facilities be established 
in the country where the market is located. This is so 
because foreign duties on unprocessed imports are generally 
nil or negligible whereas duties on processed imports are 
Significant. 

The Committee has concluded that it is in Canada's 
interest as a major supplier of raw materials to endeavour 
to have the bias in favour of unprocessed raw material 


imports removed from tariff structures. Accordingly, 


THE COMMITTEE RECOMMENDS THAT A MAJOR GOAL OF CANADA IN 
FUTURE TARIFF NEGOTIATIONS BE THE REMOVAL OF THE CURRENT 
BIAS OF WORLD TARIFF STRUCTURES THAT GENERALLY FAVOUR 


IMPORTS OF UNPROCESSED GOODS. 


In view of our earlier recommendation that public 
policy enhance the ability of Canadian controlled firms to 
establish secure foreign markets, it is important to 


recognize that present tariff policies would tend to have 
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the effect of Canadian firms locating processing and 
manufacturing facilities abroad. If one of the goals of 
economic policy is to encourage processing and manufac- 
turing in Canada, it is necessary to supplement the 
recommended policy initiatives with regard to improving 
Canadian controlled firms' ability to establish foreign 
markets with policy efforts designed to ensure that pro- 
cessing facilities are located in Canada to the maximum 
extent practicable. 

The major responsibility in Canada's endeavour 
to remove the tariff bias in favour of unprocessed goods 
rests with the federal government for it involves bi- 
laterial or multilateral tariff negotiations with our 
trading epartners.. . Une current CART negotiations, now in 
the preliminary stages, present an ideal opportunity to 
make some progress in this connection. Our bargaining 
position relative to the removal of this bias would appear 
to be enhanced in the present world environment involving 
a general world shortage of raw materials. In this con- 
nection, it is to be noted that the Canadian tariff also 
reflects a bias in favour of unprocessed imports and 
Canada will have to show a willingness to remove this bias 
in wits Own tare. structure. 

Although the responsibility with respect to 
tariff negotiations is primarily federal, provincial 


governments have an important role in identifying desired 


She, 


changes in tariff policies, in assisting in the develop- 
ment of appropriate bargaining positions and in ensuring 


that provincial interests are adequately represented. 


(iv) External Factors - Vertical Integration 


One of the major factors which has contributed 
to the large degree of foreign control in the non-renewable 
natural resources sector has been the backward vertical 
integration of foreign controlled resource-based industrial 
systems. There have been a number of motivations for this 
process including the desire of those systems to develop 
secure sources of raw materials. We have noted that the 
ability of Canadian firms along these lines has been con- 
strained by a combination of considerations, including the 
capital market and the marketing gaps. Indeed, to the 
extent those gaps and deficiencies are remedied along the 
lines recommended by the Committee, the ability of Canadian 
firms to develop into integrated systems will be improved. 
Although the Committee is convinced that the recommended 
policy initiatives will create the kind of environment 
necessary for the development of a strong and viable 
Canadian controlled presence in this sector, the Committee 
is of the view that specific policies are necessary to 
encourage the development of Canadian based firms which are 


vertically integrated. Accordingly, 
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THE COMMITTEE RECOMMENDS THAT FEDERAL AND PROVINCIAL 
RESOURCES POLICIES ENCOURAGE THE DEVELOPMENT OF CANADIAN 


CONTROLLED VERTICALLY INTEGRATED RESOURCE FIRMS. 


This recommendation can be pursued in several ways, in- 
cluding processing in Canada requirements and direct 
government participation in resource firms. Specific tech- 
niques along these lines will be considered in detail below. 

The Committee notes developments in this con- 
nection such as the acquisition by the Canada Development 
Corporation of a controlling interest in Texas Gulf. 

Whether or not CDC control will have a significant impact 
on the operations of Texas Gulf specifically and on the 
Canadian natural resources generally remains to be seen. 

The Committee made reference earlier to the argu- 
ment sometimes made that the presence of foreign based 
integrated systems in the Canadian industry have had an 
anti-competitive effect in that the system can manipulate 
transfer prices in such a way to keep its Canadian 
operations unprofitable and thereby make it unattractive 
for independent Canadian firms to compete. ° The Committee 
is not convinced that this is so because of the very large 
and risky expenditures necessary to develop a resource 
venture and because U.S. tax law encourages the accumulation 
of profits in the extractive stages in order to earn maximum 


depletion allowances. 
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The Committee found no evidence to support the 
argument that transfer prices were manipulated in an anti- 
competitive way in the natural resources industry. However, 
it should be noted that the Committee's researchers had no 
investigative powers and that the research was conducted in 
a qualitative, interview-oriented manner. 

To the extent that the capacity exists for 
integrated systems to manipulate transfer prices in an anti- 
competitive manner, it is necessary for public authorities 
to remain vigilant. Indeed, the machinery presently exists 
to detect and to counter such anticompetitive manipulations. 
Our anti-combines policies, tax rules and procedures and the 
expanded screening process recommended elsewhere by the Com- 


mittee would appear to be adequate in this connection. 


POTENTIAL POLICY TECHNIQUES 


III. EXISTING REGULATORY APPROACHES 
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III. EXISTING REGULATORY APPROACHES 


(1) Processing in Canada 


On the basis of the Committee's hearings, investi- 
gations and commissioned studies, the Committee concluded 
that the failure of the natural resources industry to engage 
in more processing and fabrication in Canada is related to 
the high degree of foreign control in the industry. The 
study of the mining industry commissioned by the Committee 
concluded that Canadian controlled firms engaged in more 
processing and fabrication in Canada than did foreign con- 


i 
trolled firms. However, great care must be taken in drawing | 


\ 
} 
—_— 


policy inferences from that conclusion. 

Tt 1s one ‘thing cto, 1dentiry the directron OL.che 
relationship between control and processing in Canada. It. 
is quite another thing to identify the exact extent of this 
relationship. It may well be true that a greater degree of 
Canadian control in the natural resources sector will mean 
a greater proportion of the output being processed and fabri- 
cated in Canada. However, a policy of precluding foreign 
control may mean less total activity in this sector. In | 
order to assess the desirability of a policy of excluding 
foreign control as compared with alternative policies, it 


would be necessary to establish convincingly that Canadian 


control in itself would yield substantially more processing 


in Canada. This the Committee has not been able to do on the 
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basis of the available information. In fact, the Com- 
mittee suspects that the benefits in terms of more 
processing in Canada to be achieved from a DOLicy OF 
restricting control to Canadians would not be sufficient 
to offset the costs involved in precluding foreign invest- 
ment. 

It may be that a policy of encouraging Canadian 
control and limiting foreign control may be appropriate. 
Nevertheless, the Committee is convinced that a policy of 
totally excluding foreign control cannot be Supported on 
the basis that such a policy by itself will yield sub- 
Stantially more processing in Canada. Indeed, the Committee 
firmly believes that the goal of achieving more processing 
and fabricating in Canada is most eLlicientlyepromotedmby. 
explicit policies directed towards that goal and directed 
at all firms in the industry, whether Canadian or foreign 
controlled. 

The Committee recognizes that there are currently 
in place several policy techniques impinging on the natural 
resources environment in Ontario designed to encourage the 
further processing of raw materials in Canada. The Com- 


mittee supports the goal of these techniques and accordingly, 


THE COMMITTEE RECOMMENDS THAT THE GOAL OF ACHIEVING MORE 
PROCESSING AND FABRICATION OF RAW MATERIALS IN CANADA BE 


AN IMPORTANT GOAL OF NATURAL RESOURCES POLICIES. 
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The Committee notes that the present policy 
techniques that require or encourage processing in Canada 
apply to all firms whether Canadian or foreign controlled. 
In accordance with its conviction that the goal of 
encouraging processing in Canada is most efficiently 
promoted by policy techniques directed to all firms in the 


industry irrespective of ownership, 


THE COMMITTEE RECOMMENDS THAT POLICY TECHNIQUES DESIGNED 
TO PROMOTE THE GOAL OF ENCOURAGING PROCESSING AND FABRI- 
CATION IN CANADA BE DIRECTED TO ALL FIRMS IN THE INDUSTRY 


IRRESPECTIVE OF OWNERSHIP. 


Concern that raw materials are not sufficiently 
processed in Canada has been expressed for a long time. 
The Gordon Commission suggested ways to promote processing 
minerals in Canadas In 1969 the Ontario Government 
enacted legislation designed to encourage the processing 
of ores to the metal stage. The Mining Act permits the 
Lieutenant Governor in Council to cancel mining leases if 
mining operations do not meet the processing-in-Canada 
requirements. There are provisions which enable the 
Lieutenant Governor in Council to exempt any lands from the 
processing requirements -—- The Mining Tax Act permits an 
annual deduction for mining tax purposes of 10% of the costs 
of development provided that the ore is beneficiated at 
least to the smelter stage in @anadauea Prior to the re=- 


enactment of the Mining Tax Act in 1972, there were 
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provisions which permitted selective exemptions from the 
processing in Canada requirements. With the 1972 
revision of the Act, this provision was dropped. 

The Committee understands that the exempting 
powers under the Mining Act and formerly under the Mining 
Tax Act. haverbeen liberally used... Whihe it recognizes that 
exemptions may be necessary in particular circumstances, 
the Committee would suggest that exemptions be granted only 
in situations where they are clearly required. In any 
event, exemptions should be reviewed periodically and 
removed in appropriate circumstances. Decisions to grant or 
refuse exemptions and the reasons for the decision, whetnec 
pursuant to an original application or under the proposed 
periodic review, should be made public in order that the 
direction of public “policy “is*clearly before the industry 


and the public. “Accordingly, 


THE COMMITTEE RECOMMENDS THAT DECISIONS TO GRANT EXEMPTIONS 
FROM THE PROCESSING-IN-CANADA REQUIREMENTS UNDER THE MINING 
ACT BE REVIEWED PERIODICALLY AND THAT DECISIONS TO GRANT 

OR REFUSE EXEMPTIONS AND THE REASONS THEREFOR BE MADE 


PUBIUG. 


In connection with the reduction of mining taxes 


in return for a greater degree of processing in Canada, 


THE COMMITTEE RECOMMENDS THAT CONSIDERATION BE GIVEN TO A 
SYSTEM OF "EARNING" REDUCTIONS IN TAX ACCORDING TO A SLIDING 
SCALE DEPENDING UPON THE PROPORTION OF THE OUTPUT FABRICATED 


IN CANADA AND UPON THE STAGE TO WHICH OUTPUT IS PROCESSED. 


46 


It should be noted that the processing in Canada need not 
beudone.by cthe same firm; Lt 2S ,sufficient, that the 
resources be processed and fabricated in Canada by any 
frrm. 

A system of earning tax reductions along: these 
lines could be incorporated in both the provincial and 
federal tax structures. A sliding scale system of this 
sort would result in continuing pressure on resource based 
firms to increase the proportion of output processed in 
Canada and to advance the stage to which output is pro- 
cessed in Canada. 

Federally, there are no legislative provisions in 
force designed to encourage processing in Canada. However, 
early this year, the government introduced Bill cC-4, An Act 
to amend the Export and Import Permits Act, which would 
permit the Governor in Council to control the export of 
goods to ensure that actions taken to promote the further 
processing in Canada of natural resources are not rendered 
ineffective by reason of the unrestricted exportation of 
the nateralemecources = With the dissolution of Parliament 
in the Spring of 1974 this Bill died on the order paper. 

In connection with the existing Ontario measures 
and the proposed federal measures to encourage processing in 
Canada, the Committee notes that these constitute approaches 
which do not focus on the ownership of the firm, a factor 
which may ultimately be unrelated to the degree of processing 


Minerale ine Canada. | Suchmatr-approach permits the policy 
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flexibility necessary to achieve a fine balance between 
Canada's interest in promoting resource development on a broad 
front while at the same time achieving a higher degree of pro- 
cessing. 

The screening process established pursuant to the 
Foreign Investment Review Act is another mechanism which can 
be used to promote on a selective basis processing in Canada. 
Indeed the criteria established by the Act in assessing whether 
a takeover or the establishment of a new business by foreigners 
is of significant benefit to Canada include the degree of re- 
source processing. 4 The Committee visualizes that the bar- 
gaining process with foreigners will promote to some degree 
Canada's interest in promoting further processing of resources 
in Canada. Nevertheless, the Committee is concerned that the 
screen currently applies only to takeovers and the establish- 
ment of new operations by foreign controlled firms in unrelated 
businesses. As there is already a very high PLOPOPELON. OF 
foreign control in the non-renewable natural resources sector 
and as it is likely that a large proportion of future develop- 
ment in this sector will be undertaken by existing foreign con- 
trolled firms, this constitutes a very significant gap in the 
foreign controlled activity subject to the screen. In a subse- 
quent Report, the Committee will consider the Foreign Investment 


Review Act in greater detail. 


(11) Canadian Ownership Requirements 
Under the Foreign Investment Review Act, the criteria 
to determine whether a takeover or establishment of a new 
business in an unrelated field is of significant benefit to 
Canada include the degree and significance of participation by 


Canadians in the Dusiinesoiee a 
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Federal mining regulations provide that mining 
leases in the Northwest Territories and the Yukont® and 
mineral exploration grants in Northern Canada’ can be 
granted only to Canadians or corporations, a majority of 
whose shares are held by Canadians or whose shares are 
listed on a Canadian stock exchange. Parallel restric- 
tions apply to oil and gas leases under federal juris- 
diceione es However, restrictions on exploratory licences 


and permits are less demanding and require only that 


companies be incorporated or licensed in Canada or a 


2 
province. 
On the provincial level there appear to be no 
Canadian ownership requirements. Under the Mining Act, any 


individual over eighteen or company incorporated or 
licensed to carry on business in Ontario may obtain a 
miner's licence which is necessary to explore for minerals 
or oil and gas in Ontario and to obtain leases upon dis- 
operate We shall consider in detail below the desir- 


ability of mandated ownership requirements. 


(t17)* Other Policy- Techniques 


1. Canada Development Corporation 
The Canada Development Corporation was established 
in 1971 with the purpose of, among other things, assisting 


7 
in the creation and development of resources in Canada. 
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Since the CDC commenced operations, one of its 
major undertakings was the acquisition of a controlling 
interest in Texas Gulf. This represents a major patri- 
ation of control of an important resource based enterprise 
with substantial operations. in Canada as well as elsewhere. 
What effect CDC control will have on the operations of 
Texas Gulf remains to be seen. At any rate, this CDC move 
promotes the goal recommended by the Committee of developing 
a strong and visible Canadian controlled presence in the 
natural resources sector. 

Nevertheless, the Committee is concerned that the 
CDC become more than simply a vehicle to "buy Canada back." 
To be sure, selective acquisitions of control positions now 
held abroad may be in Canada's interest. However, it is the 
view of the Committee that the activities of organizations 
Such as the CDC should be largely future oriented in the 
sense of becoming actively involved in large, new and 
exciting ventures rather than past oriented which a buy- 
back approach implies. The Committee endorses the view of 
the purposes of the CDC set forth in the Wahn Committee 
REDOrt 

The main purpose of the Canadian Develop- 

nent Corporation should be that ofa 

large holding company with entreprencurtal 

and management functions; it should assume 

a leadership role in Canada's business and 

financial community in close cooperation 

with existing institutions; it should help 

to organize a consortium of investors 


domestic and foreign to carry out large 
projects beyond the capacity of the Single 
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institution, while throughout main- 
taining a clear Canadian presence. 


Its main purpose should not be to buy 

back Canadian businesses now owned by 

Americans. 22 

The Committee understands that the CDC proposes 
to make a large distribution of its shares to the public. 
The Committee also understands that one goal of such a 
distribution will be to achieve as wide a distribution of 


the issue as is possible in order to involve as many 


Canadians as possible. 


2. Guidelines 

After U.S. President Johnson issued his "voluntary" 
guidelines, the Canadian Department of Trade and Commerce 
issued twelve principles of good corporate behaviour for 


oe These guidelines were 


foreign controlled firms in Canada. 
voluntary and did not have the force of law. 

The Gray Report concluded that these guidelines ~- 
had no significant effect. It has been urged upon the Com- 
mittee that purely voluntary guidelines are useless because 
they tend to be far too general to be of any operational use- 
fulness and because they will be ignored in any event. 
However, it is the view of the Committee that voluntary 
guidelines can have a usefulness if only to indicate the 
general direction of public policy and to provide general 
standards of behaviour against which the actual behaviour of 
firms can be gauged. Moreover, general guidelines can 


perform a significant supportive role for specific policy 


a 


requirements. At the same time the Committee would caution 
against relying on voluntary guidelines to perform a sub- 
stantive role beyond indicating the general direction of 
public policy and generally supporting specific policy re- 


quirements. 


3. “AQ (HOG, Approach 


The ad hoc approach developed in the context of 
a growing public concern about the very high and increasing 
levels of foreign control in major aspects of the Canadian 
economy, particularly in the natural resources sector. For 
example, the federal government intervened to prevent the 
proposed sale of control of Denison Mines and of Home Oil 
because those sales were not considered to be in the public 
interest. However, the government chose not to intervene 
in the sale of Supertest to BP Canada: The ad hoc approach 
resulted in considerable confusion as to the nature of the 
policy of the federal government with respect to foreign 
ownership. Why, for example, did the government indicate 
that it would block the sale of Home Oil to American 
interests) whide. it choSe: not to antervene amethessaleson 
supertest! to B.P.?), Thevad- hoc’ approach cleanly 1s, not, con— 
ducive to the development of a coherent policy with respect 
to foreign investment. 

This approach has now been replaced by the estab- 


lishment of the Foreign Investment Review Agency which will 


De 


assess takeovers of firms above the threshold limits and 
ultimately new investments in unrelated businesses by 


foreigners. according. to;thescriteriay set forth’ in’ the Act: 


4. Direct Government Participation 


Another technique which has been used by both 
provincial and federal governments has been a direct Pale. 
cipation in resource ventures. The federal government's 
participation in Panarctic has been a notable success. 
However, by and large the experience of provincial govern- 
ments in this connection has not been satisfactory. It is 
the view of the Committee that this has been so primarily 
because provincial governments' involvement in resource 
firms has been largely directed to rescuing failing 
ventures in order to save the economies of communities 
which depend on those ventures. Nevertheless, the Committee 
is convinced that there is an important role for both the 
federal and provincial governments in participating directly 
in resource ventures. The recommendations of the Committee 


in this respect will be considered below. 


Se ethin=Capltalization Rules 


In the Capital Markets Report, the Committee con- 
sidered the application of the thin capitalization rules 
contained in the Income Tax ere These rules are designed 


to preclude the artificial deduction of interest on non- 


arm's length debt of a Canadian subsidiary held by the foreign 
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parent. In substance, these rules prevent the subsidiary 
from deducting the interest on debt held by the foreign 
parent which exceeds three times the equilty of the "sub= 
Sidiary. These rules are eaSily avoided by having the 
Subsidiary raise the funds on the Canadian capital market 
and utilizing the guarantee of the foreign parent to 
secure the: loan. 

The thin capitalization rules are partreularly 
important in the context of ventures sin. thernatural 
resources industry which are highly capital intensive. 
Accordingly, the ease with which these rules can be circum- 
vented is of concern to the Committee. Moreover, these 
rules have the perhaps unintended effect of encouraging 
foreign controlled subsidiaries of raising debt in Canada, 
thus pre-empting funds which would otherwise be available 
in support of Canadian Ownership and control and exacer- 
bating the difficulty which Canadian firms have in obtaining 
financing. The Committee can see no substantive difference 
between debt of subsidiaries held directly by foreign 
Parents and debt held by Canadian financial institutions 
guaranteed by the foreign parent. [In accordance with a 
Similar recommendation made in the "Report onsthe Capital 


Markets, 


THE COMMITTEE RECOMMENDS THAT CONSIDERATION BE GIVEN TO 
EXTENDING THE APPLICATION OF THE THIN CAPITALIZATION RULES 


ALONG THE LINES OF EXCLUDING THE DEDUCTION OF INTEREST ON 
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THE EXCESSIVE DEBT OF FOREIGN CONTROLLFD SUBSIDIARIES 
WHERE THAT DEBT IS ULTIMATELY GUARANTEED BY THE FOREIGN 


PARENT. 


In the Capital Markets Report, the Committee 
noted that "normal" debt-equity ratios vary considerably 
among industries. For example, the normal debt-equity 
ratio for a resource-based firm is considerably different 
than for a firm in the light manufacturing industry. In 
this sense, an extension of the thin Capitalization rules 
in the recommended direction would require a recognition 
that debt-equity ratios do vary between industries. 
Therefore, the Committee would suggest that the concept of 
"axcessive debt" contained in the above recommendation be 
made somewhat flexible to recognize the particular circum- 
stances of various industries. In this connection, the 
Committee would suggest that the maximum permissible debt- 
equiltyeratlosy FOr pakticular industries for the purpose of 
the thin capitalization rules be established from time to 
time by regulation. Specifically, the Committee would 
suggest that the maximum permissible debt-equity ratio 
established for the natural resources industry recognize the 


current practice in the industry. 
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IV. POTENTIAL NEW TECHNIQUES 


The application of new policy initiatives or 
the extension of existing techniques impinging on foreign 
ownership in the non-renewable natural resources sector 
might distinguish between new developments, existing 
operations, and proven reserves under the Control “of 
Private corporations DUE NOt Curlencly exploited. The Com- 
mittee does not recommend as a general proposition that new 
policy approaches be applied to existing operations. To do 
so generally would involve an element of apparent retro- 


activity which Canada has sought to avoid. Accordingly, 


THE COMMITTEE RECOMMENDS AS A GENERAL GUIDE TO THE IMPLE- 
MENTATION OF NEW POLICY INITIATIVES IN THE NATURAL RESOURCES 
SECTOR THAT THESE INITIATIVES APPLY TO NEW DEVELOPMENTS AND 
TO PROVEN RESERVES NOT CURRENTLY EXPLOITED BUT NOT TO 


DEVELOPMENTS CURRENTLY BEING WORKED. 


While the Committee is concerned to avoid retroactive 
application of new policies or the appearance of retro- 
activity in connection with mines currently being worked, 
the Committee sees no objection in requiring that the future 
development of proven reserves which are controlled by firms 
but not currently being exploited conform to the new 
policies. Many firms in the natural resources sector have 


sufficient reserves which are currently not being worked to 
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to support their operations for many years. Accordingly, 
the Committee considers it imperative that the new policy 
initiatives apply to such reserves, otherwise there is 
little likelihood that those initiatives will have a sig- 
nificant impact in the foreseeable future. 

The Committee notes that there are likely to be 
some difficulties in the implementation of the above 
recommendation particularly in connection with the 
definition of what are and what are not new resource 
ventures. While the details of the definition will need 
to be developed when the legislation to implement the Com- 
mittee's recommendations is being drafted and considered, 
the Committee considers it appropriate to set forth general 
principles of what it considers to be new resource 
ventures. 

The guiding principle in this connection should 
be the concept of resources being "worked". Those resources 
which are not being worked on the effective date of the 
legislation would be subject to the new rules while those 
being worked at that time would not. The concept of being 
worked would involve substantial economic activity with the 
purpose of exploiting the particular resource. For example, 
even if a particular ore body has been proven but is not 
being exploited at the effective date of the legislation, 
it would be subject to the new rules. Even if, for instance, 


a mine shaft has been sunk, that venture would not be con- 


a 


sideredas being worked if there is no substantial activity 
with the purpose of extracting the resource. Similarly, 

a mine which was formerly worked, but which is not worked 
at the effective date, would be subject to the new rules 

if that mine is subsequently brought into production again. 

A difficulty in terms of the definition of 
resources currently being worked arises in considering 
large bodies of proven reserves which are SuEriclent- LO 
support production over a very long period of tame. .;At any 
given point in time only a relatively small POGEION Of the 
entire body is being worked. Should the entire body be 
considered as being worked at the effective date of the new 
rules? The Committee is of the view that those parts of 
the resource body currently being exploited should be exempt 
from the operation of the new rules. However, Future 
developments of other parts of the resource body should be 
considered new developments for the purpose of applying the 
proposed new rules. 

In connection with the definition of new ventures 
to which new policy initiatives in the natural resources 
sector would apply, the Committee notes that under ther pre= 
1972 Income Tax Act, the income from a new mine was exempt 
for three years following the date on which the mine came 
into commercial eras eaters oe This exemption has been dis- 
continued as of December 31, 1973. There has been consider- 


able experience and jurisprudence with regard to the 
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definition of what constitutes a new mine under these 
provisions. The Committee anticipates that this experience 
and jurisprudence would be used in developing and adminis- 
tering the definition of what constitutes a new resource 
venture for the purposes of applying new rules with respect 
to foreign ownership and control in the natural resources 


sector. 


(i) Mandated Ownership Requirements 


One possible policy technique which is frequently 
discussed is the implementation of mandatory across-the- 
board Canadian ownership requirements. This technique 
would require that all new resource developments be Canadian 
owned to the extent of a given proportion of the equity. 
Proportions frequently suggested are 51 per cent or 75 per 
cent in order to ensure that control ultimately remains ig 
Canada. Indeed, some proponents would apply mandated 
ownership requirements not only to new resource Ft ee 
but also to existing operations. 

A variation of this technique is that explora- 
tion permits, licences and leases would be granted only to 
Canadians or Canadian controlled corporations. It is this 
technique that is used in connection with the federal 


mining, Oil and gas reguiations.-° 


It is to be noted, how- 
ever, that these federal regulations permit corporations to 


obtain leases and grants even if a majority of their shares 
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are held abroad as long as their shares are listed on a 
Canadian stock exchange. The Committee does not consider 
that the mere requirement to list on a Canadian stock 
exchange substantively promotes the goals of economic 
nationalism which the Committee proposes in connection 
with the non-renewable natural resources sector. 

Mandatory ownership requirements are supported 
on a number of grounds. Firstly, they would promote the 
goal of developing a strong Canadian controlled presence 
in the natural resources sector. Secondly, they are rela- 
tively simple to administer. Thirdly, they ensure that at 
least the required proportion of profits, capital gains 
and other residual benefits of ownership accrue to 
Canadians. Fourthly, Canadian control may mean increased 
processing and fabrication in Canada. And fifthly,’ they 
are conceptually simple and constitute a visible and 
apparently decisive response to the high degree of foreign 
ownership and control in the natural resources sector. 

The Committee sees a number of problems with the 
immediate implementation of mandatory across-the-board 
ownership requirements in the non-renewable natural 
resources sector. Firstly, as was pointed out above, the 
Canadian operations of foreign controlled firms tend to be 
truncated. From the perspective of Canadian investors, and 
from the perspective of the Canadian economy as a whole, 
investment in truncated firms would not appear to be 


attractive. 
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Secondly, in connection with the capital markets 
gap discussed earlier, it is not apparent that Canadian 
capital markets are presently willing to marshal the large 
pools of capital required for resource developments, both 
for individual ventures and in the aggregate. To be sure, 
to the extent that the capital markets gap is remedied - 
the Committee has published a separate report on the capital 
markets - the magnitude of this problem will diminish. 
Nevertheless, it will take time to enhance the ability and 
willingness of the capital markets and Canadians generally 
to meet the demand for Canadian sourced equity capital that 
across-the-board ownership requirements will generate. It 
is evident that the higher the proportion of equity mandated 
to be held by Canadians, the larger will be the problem in 
terms of the capital markets gap. 

Thirdly, mandated ownership requirements ignore 
what has been referred to above as the marketing gap - the 
difficulty relative to foreign firms which Canadian firms 
have in terms of developing assured access to the large 
foreign markets necessary to render resource ventures 
economically viable on the world level. Across-the-board 
requirements may to some extent have the effect of cutting 
Canada off from the assured access to foreign markets which 
foreign firms, particularly integrated systems, have. 

A fourth problem is that Canadian control will 
not necessarily lead to more processing in Canada. 


Canadian controlled firms will be faced with the same 
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foreign tariff structures which promote unprocessed 
imports and discourage semiprocessed or processed imports. 
At any rate, as the Committee has concluded above, a more 
efficient policy mechanism to achieve more Canadian 
processing is to promulgate specific processing-in-Canada 
requirements which apply to all Firms: 

Fifthly), the. protection or Canadian ownership 
which generalized ownership reguirements imply may mean 
that a Canadian controlled industry which is inefficient 
by world standards may develop. A balance between a 
foreign controlled presence and a strong Canadian controlled 
presence will ensure that the Canadian resources sector will 
remain a strong and vital one by world standards. 

A 51% ownership requirement will not necessarily 
accomplish the goal of ensuring that control of resource 
firms remain in Canadian hands. If the shares issued to 
Canadians are widely held and the remaining shares are con- 
centrated, foreigners may still have effective control OL 
the Canadian firm. 

For the above reasons, the Aeniitewaas has concluded 
that the problems associated with the immediate implemen- 
tation of mandated across-the-board Canadian ownership 
requirements in the natural resources sector outweigh the 
potential benefits. Nevertheless, in the long-run, the Com- 
mittee is convinced that the goal of achieving substantial 


Canadian ownership and control of the non-renewable natural 
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resources sector iS an appropriate one for Ontario and 


Canada. Accordingly, 


THE COMMITTEE RECOMMENDS THAT A LONG-RUN GOAL OF NON- 
RENEWABLE NATURAL RESOURCES POLICY BE TO ENSURE THAT: 
(i) AT LEAST 75 PER CENT OF THE EQUITY OF ALL 
NEW VENTURES IN THE NON-RENEWABLE NATURAL 
RESOURCES SECTOR AFTER THE IMPLEMENTATION 
OF THE COMMITTEE'S RECOMMENDATIONS BE OWNED 


BY CANADIANS; AND 


(11) NO SINGLE NON-RESIDENT OR RELATED GROUP OF 
NON-RESIDENTS OWN MORE THAN 10 PER CENT OF 
THE EQUITY OF VENTURES IN THE NON-RENEWABLE 


NATURAL RESOURCES SECTOR. 


In making this recommendation the Committee recog- 
nizes that time will be required for its ful | implementation 
in view of the problems considered above with respect to the 
immediate implementation of mandated Canadian ownership 
requirements. Time will be required for truncated firms to 
develop their activities across a broader front in order to 
become more attractive to Canadian equity markets. Policies 
designed to remedy the capital markets gap will take time 
to take hold such that there will be that degree of depth 
and liquidity required to support the indicated degree of 
Canadian ownership and control. It will take time for 
Canadian. controlled firms to develop independent access to 
large foreign markets necessary to render ventures econo- 


mically attractive. The Committee is of the view that a 


63 


a period of 15 years would be ample time for the fu. 


implementation of the above recommendation. Once the 


industry is on notice that it will be required to meet that 


goaltp Touyeaxs is sufficient to arrange its affairs such 
that it will be ina position to comply with that goal. 
In order to achieve an orderly and progressive 


implementation of this goal and in order to avoid a 


potentially disruptive bunching of ventures seeking Canadian 


equity financing at the end of the 15 year period, the Com- 


mittee would favour that the above recommendation be 


implemented in stages over the 15 year period. 


THE COMMITTEE RECOMMENDS THAT THE RECOMMENDED CANADIAN 
OWNERSHIP REQUIREMENTS IN THE NON-RENEWABLE NATURAL RE- 
SOURCES SECTOR BE IMPLEMENTED IN THREE STAGES OVER A 15 
YEAR PERIOD AS FOLLOWS : 
(as) AFTER 5 YEARS: AT LEAST 25% OF HE EQUITY 
OF NON-RENEWABLE NATURAL RESOURCE VENTURES 


MUST BE HELD BY CANADIANS; 


(ii). APTER 10 YEARS: AT LEAST 50% OF THE EQUITY 


MUST BE HELD BY CANADIANS; 


(iia) GARTER 15 YEARS: AT LEAST 75% OF THE EQUITY 
MUST BE HELD BY CANADIANS AND NO MORE THAN 
10% MAY BE HELD BY ANY ONE NON-RESIDENT OR 


RELATED GROUP. 


The Committee would note that the recommended imple- 


mentation schedule is a minimum one. Tt may be appropriate to 
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accelerate the development of Canadian ownership and 
control in specific resource Ventures’ “(Ih “thick connection, 
the Committee has in mind investments which are Subject to 
the Foreign Investment Review Act where it is appropriate 
to bargain for more Canadian equity participation at an 
earlier stage than would be indicated by the recommended 
schedule. 

The Committee would note also that the recommended 
Schedule for the implementation of Canadian ownership require- 
ments is not intended to derogate from other policy technigues 
designed to promote the development of the non-renewable 
natural resources sector. Specifically, the Committee 
visualizes that the technique of selective government parti- 
cipation recommended below could be employed to accelerate 
the development of Canadian ownership and control of specific 
ventures if that is considered desirable. However, it should 
be noted that as the schedule in relation to Canadian) owner- 
ship requirements progresses, the need to employ other 
techniques will be reduced accordingly 

The adoption of Canadian Ownership requirements as 
recommended by the Committee does not preclude the employment 
of foreign sourced Capital. Even when the requirements are 
fea lel implemented, foreign portfolio investment will have a 
Significant role in the development and scovenee: the Canadian 
non-renewable natural resources sector. Up to 25 per cent 


of the equity may be held abroad and foreign Capttal/ in -the 
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form of debt can be freely employed by Canadian controlled 
ventures. The Committee recommended earlier that foreign 
portfolio investment should be encouraged and foreign 
direct investment should be discouraged. The recommended 
long-term goal of achieving at least 75% Canadian equity 
ownership of new ventures in the non-renewable natural 
resources sector is consistent with that recommendation. 
The Committee has considered the development of 
appropriate Sanctions to be imposed on firms which fail to 
comply with Canadian ownership requirements. In addition 
to the usual penalties such as fines and/or imprisonment, 
the Committee considers that it iS appropriate to restrict 


the offending firm's growth until the firm complies. 


THE COMMITTEE RECOMMENDS THAT SANCTIONS TO BE IMPOSED ON 
FIRMS IN VIOLATION OF THE CANADIAN OWNERSHIP REQUIREMENTS 
INCLUDE THE FOLLOWING: 
(i) FINES AND/OR IMPRISONMENT TO BE IMPOSED 
ON SENIOR OFFICERS AND DIRECTORS WHO 


“KNOWINGLY PARTICIPATE IN THE VIOLATION; 


(ii) UNTIL THE FIRM COMPLIES, THE RATE OF 
GROWTH IN BOTH THE GROSS ASSETS AND GROSS 


REVENUE OF THE FIRM SHOULD BE LIMITED TO 


(2) 
feo) 
e 


The purpose of limiting the growth of offending 
firms is two-fold: Firstly, prohibiting growth is of it- 


self a significant sanction. Secondly, this sanction will 
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give shareholders an added interest to put pressure on 
the management of the corporation to ensure that it com- 
plies with the ownership requirements. Indeed, failure 
of the directors to comply with those requirements and 
thereby subjecting the corporation to limits to its 


growth may give the shareholders a right of action. 


(ii) Selective Government Equity Participation 


A variation of across-the-board ownership 
requirements recommended above would be a requirement that 
the provincial government be given the opportunity of taking 
up a certain proportion of the equity in new resource 
ventures. The indicated maximum proportion would be 50 per 
cent of the equity. In other words, some new resource 
developments could become joint ventures between the govern- 
ment and private industry. 

The Committee notes that it is not necessarily 
desirable from the standpoint of promoting the goals of 
economic nationalism for the government to take equity 
positions in all resource ventures. If a particular 
resource venture would be subject to Canadian control with- 
out government participation, it may not be necessary for 
the government to take any equity position. Moreover, from 
the standpoint of the prudent use of public funds, it does 
not appear to be desirable for the government to apply 


public funds to acquire equity positions in every resource 
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venture without regard to its economic viability. 
Accordingly, the Committee is of the view that government 
participation in new resource ventures should take the 
form of empowering the government on a selective basis 

to require new resource ventures to offer up to 50 per 
cent of equity to the government. In deciding whether the 
government should exercise that power, the government 
would consider whether government equity participation is 
in the public interest having regard to, among other things, 
the extent of Canadian ownership and control of the new 
venture and its economic viability. 

This technique has a number of advantages and 
would overcome some of the problems associated with the 
immediate and full implementation of across-the-board owner- 
ship requirements. Firstly, this technique would promote 
the goal of achieving a strong Canadian controlled presence 
in the resources sector. As the government would hold a 
large block of the shares in some ventures, the government 
would be’ in a-“position to control that’ venture if it, chooses. 

Second, by virtue of its position of control the 
government's influence on the operations of the firm would 
presumably be in the public interest. For example, the 
influence - actual or potential - of government participation 
would help to ensure that equipment, machinery, engineering 
services and the like are purchased in Canada, or to achieve 


a greater degree of processing in Canada. 
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Third, this technique represents an ostensibly 
Simple formula and would be viewed as a deciSive step to 
remedy the imbalance in terms of foreign participation in 
the natural resources sector. 

Fourthly, government participation would ensure 
that the profits, capital gains and the other residual 
benefits of ownership to the extent of the government's 
participation remain in Canada. 

Fifth, idirect participation sin’ thisuway wild 
enable the government to develop a greater understanding 
of the natural resources sector and gain an inside feel 
for the industry. Such an understanding is invaluable in 
developing appropriate resources policies. 

A sixth advantage of this technique is that it 
recognizes the existence of the capital market gap in con- 
nection with the financing of Canadian controlled resource 
ventures. The funds for government equity participation 
would come from the provincial treasury rather than from 
the normal capital markets. In this connection, this 
technique could be regarded as a temporary measure to 
Support Canadian ownership and control until the gaps and 
deficiencies in the capital markets are remedied and the 
ownership requirements recommended above are fully imple- 
mented. In addition, government participation along these 
lines would to some extent remedy the marketing gap. This 
technique would lend the weight of the provincial govern- 
ment to the new venture in terms of developing secure 


foreign markets for output. 
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A further advantage of this technique is that 
government need not take up the maximum 50% equity percen- 
tage of a resource venture in which the government chooses 
to take up a position. The government can take a lesser 
equity position. For example, if a resource venture plans 
a public distribution of equity in Canada, it may be 
appropriate for the government to take a much smaller 
equity position, or indeed, none at all. 

In its commissioned studies, the Committee found 
that firms in the resources sector would accept - indeed, 
they would welcome - government participation along these 
lines, provided that the government would put up 1tSs.snare 
of exploration and development expenses and accepted its 
share of the risks. 

In its discussions with officials of the Usk. 
Government in connection with that government's 50 per cent 
interest in British Petroleum, the Committee was encouraged 
and persuaded that government equity participation in the 
resources sector worked well. 

While there are important benefits to be achieved 
by this technique, there are some problems associated with 
it. First, some would argue that it is not appropriate for 
government to risk the funds of taxpayers to the indicated 
extent and that it is not appropriate for government to 


become involved in the private sector to such a great degree. 
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The Committee understands this argument and 
accepts it as being the major negative factor involved in 
the adoption of this technique. Nevertheless, this tech- 
nique can be used as a temporary measure designed to meet 
the gaps and problems which currently militate against 
Canadian controlled participation in the natural resources 
sector. This technique of requiring government parti- 
cipation could be gradually phased out as the policy 
initiatives designed to remedy the capital market gap, the 
marketing gap and the other factors which inhibit Canadians' 
ability to participate in a major way begin to take hold and 
as the ownership requirements recommended above are imple- 
mented. Moreover, while this technique of the government 
selectively acquiring equity positions is employed, the 
government could divest itself from time to time of shares 
in ventures which have matured to the point that the issue 
would be attractive to the Canadian capital markets. In 
this way the treasury could potentially recoup on an on- 
going basis its initial investments and in addition the 
capital gains accruing during the period in which the shares 
were held by the government. It would be necessary, of 
course, that secondary issues of this sort be constrained 
shares such that they could not be sold to non-residents. 

The Committee regards this eee eh largely a 
temporary pene to be used selectively by the government 
aS a supplementary technique to the Canadian ownership 


requirements recommended above. [In the early stages of the 
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implementation schedule for Canadian ownership require- 
ments, the government equity participation technique 

would be used sparingly in situations involving resource 
ventures where it is particularly desirable to inject a 
substantial degree of Canadian ownership in excess of that 
that would be required under the implementation schedule 
for the Canadian ownership requirements, but where it is 
evident that the desired degree of Canadian ownership is 
not forthcoming without government participation. More- 
over, the selective government equity participation 
technique could be used as a measure to smooth some of the 
problems that may develop in the implementation of the 
Canadian ownership requirements. 

Second, the large potential outlays of government 
funds for exploration and development and for acquisition 
of the equity position in ventures might have a significant 
impact? onthenmcceasurys 

A third problem associated with this technique 
involves the administration of this technique. How, for 
example, are the day-to-day decisions to be made? What 
will be the government's position with respect to the 
corporate decision-making process? Will purely political 
considerations affect the operations of the corporation? 
Problems of this kind arise in any government venture in 
the private sector. The Committee visualizes that the 


government will regard equity positions in corporations in 


 ¥ 


which it chooses to take equity in the same way as any 
intelligent shareholder would. The government would vote 
its share in such a way to ensure that management conducts 
the affairs of the corporation in a businesslike manner 
and in accordance with stated government policy. 

A danger involved in adopting this technique of 
government equity participation in selected resource 
ventures is that pressures may develop such that the govern- 

| ment is regarded as a source of finance for economically 
questionable ventures. The Committee is concerned to avoid 
these kinds of pressures while at the same time maintaining 
a degree of flexibility to permit the government on its 

own initiative to step in where appropriate. 

In the Report of the Capital Markets published by 
the Committee, the Committee recommended an expanded role 
for Ontario's Development Corporations including the Bertie 
sition of firms in selected industries. One aspect of this 
expanded role envisioned by the Committee would involve the 
administration of this selective government participation 
technique. A resource venture seeking government equity 
participation would be required to apply to one of Ontario's 
Development Corporations. As a condition of granting tne 


equity financing, it could be required that the applicant 


12 


demonstrate,-among other things, that the required finan- 
cing is not available from other Canadian sources, that 
the proposed venture is economically viable, that the pro- 
ceeds of the financing will be employed in the development 
of the resource and that government equity participation 
is otherwise in the public interest. Requirements along 
these lines will ensure that requests for government equity 
participation inttiated by the industry are Of “a substan- 
tive nature and will minimize requests from questionable 
ventures. In this connection, the Committee visualizes 
that this policy technique of selective government equity 
participation will be administered in a manner that 1s not 
significantly different from the way in which the loan 
programmes are currently being administered by Ontario's 
Development Corporations. At the same time, however, there 
would be a maximum flexibility for the government itself to 
initiate requests for an equity position in situations 
where that is considered to be in the public interest. 

To implement this technique of selective govern- 
Ment equity participation it will be necessary to develop a 
notification procedure whereby the government is notified 
that a proposed venture in the non-renewable natural 
resources sector is at the stage of developing the resource 
with a view to exploitation. After the government is so 
notified, there should be a time limit for the government 
to indicate if it wishes to take any of the equity tn the 


new venture. 
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THE COMMITTEE RECOMMENDS THAT: 


(i) NEW VENTURES IN THE NON-RENEWABLE NATURAL 
RESOURCES SECTOR SHOULD BE REQUIRED TO 
FILE WITH THE GOVERNMENT OF ONTARIO NOTICE 


OF PROPOSED OPERATIONS; 


* (11) THE GOVERNMENT SHOULD BE EMPOWERED TO TAKE 
UP TO 50% OF THE EQUITY IN NEW VENTURES IN 


THE NON-RENEWABLE NATURAL RESOURCES SECTOR; 


(111i) THE GOVERNMENT SHOULD BE REQUIRED TO NOTIFY 
THE NEW VENTURE WHETHER AND TO WHAT EXTENT 
IT WISHES "TO TAKE UP EQUITY WITHIN: 15 “DAYS 
AFTER FILING “OF THEANOTICE. JAFTER THE 
EXPIRATION OF 15 DAYS THE GOVERNMENT WOULD 
BE DEEMED TO HAVE ELECTED NOT TO TAKE UP 


ANY? EOUTY > 


REQUESTS FOR GOVERNMENT EQUITY PARTICIPATION INITIATED BY 
FIRMS IN THE NATURAL RESOURCES SECTOR SHOULD BE SCREENED 
BY ONTARIO'S DEVELOPMENT CORPORATIONS AND SHOULD BE ACTED 


ON ONLY IF 


(a5) THE PROPOSED VENTURE IS ECONOMICALLY 


VIABLE; 


(ii) THE PROCEEDS OF GOVERNMENT EQUITY 
FINANCING WILL BE USED IN THE DEVELOP- 


MENT OF THE..RESOURCE; 


* Messrs. Kennedy and Walker dissent from this recommen- 
dation. “Sée=p. “67. 


Pies. 


(iii) THE REQUIRED FINANCING IS NOT AVAIL- 


ABLE FROM OTHER CANADIAN SOURCES; 


(iv) CONTROL OF THE PROPOSED VENTURE WILL 
CONTINUE. TO BE-IN THE HANDS: OF 


CANADIANS; AND 


(v) GOVERNMENT EQUITY PARTICIPATION IS 


OTHERWISE IN THE PUBLIC INTEREST. 


In conjunction with the implementation of this 
recommendation, when the government chooses to take an 
equity position it is necessary that the VciliaitoOn Oletne 
shares to be transferred to the government include the 
government's share of the risks and costs, such as explora- 
tion and development expenses, in developing the venture. 
This will in substance involve a bargaining process 
between the government and the firm which proposes to 


develop the venture. 


THE COMMITTEE RECOMMENDS THAT AS VENTURES IN WHICH IT HAS 
AN EQUITY INTEREST MATURE TO THE POINT THAT A SECONDARY 
ISSUE TO THE PUBLIC IS FEASIBLE, THE GOVERNMENT SHOULD BE 
EMPOWERED TO OFFER ITS SHARES TO THE PUBLIC AT AN APPRO- 
PRIATE PRICE. 9 THE SHARES ISSUED TO THE PUBLIC SHOULD BE 
CONSTRAINED SHARES IN THAT THEY CANNOT BE SOLD TO NON- 


RESIDENTS. 
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This recommendation can have the effect over the longer 
run of minimizing the impact of the technique on provin- 
cial revenues and of returning equity in mature resource 
ventures to the private sector. 

The Committee visualizes that the policy tech- 
niques recommended above, namely requiring Canadian owner- 
ship in resource ventures to be implemented in stages and 
requiring selected ventures to offer equity positions to 
the government, will be combined in an approximate mix of 
policy techniques designed to achieve a viable Canadian 
controlled presence in the non-renewable natural resources 
sector. The selective government equity participation 
technique would be applied to ventures which have the 
potential Of being’ attractive to Canadian capital markets 
but are not’ yet ready. to go to the public or to ventures © 
where government equity involvement is considered important 
for the venture to develop along certain lines, SUcHhEds 
achieving a given degree of processing and manufacturing in 
Canada, ensuring use of Canadian inputs, (e/6. engineering and 
technical services) developing secure inputs (e.g. uranium, 
lignite) for other. government activities such as. Ontario 


Hydro or promoting environmental and conservation goals. 


(iii) Royalty Payments In Shares 


Another technique which commends itself to the Com- 


mittee in terms of developing an appropriate mix of policy is 


ck 


for the government to collect royalty payments in the form 
Of ssbaresaam the joorporatiom rather, than in ycash.. The 
technique of collecting taxes in the form of shares rather 
than cash is already employed under The Succession Duty Act 
whereby the person required to pay succession duty in 
respect .of ra family business can elect to pay that duty in 
the form of shares in the bueiness.-" This technique in the 
context of the natural resources sector would be mandatory 
rather than elective. 

The number of shares to be transferred to the 
Treasurer would be such that the fair market value of the 
shares is the same as the amount of cash royalty payments 
that would otherwise be exigible. In terms of the kind and 
class of shares transferable to the Treasurer, the same 
approach as that in The Succession Duty Act could be used: 
the shares would have to be "of a class and quantity accept- 
able to the Treasurer in the corporation that have a fair 
market value at the time of such transfer of not less than 
the (royalty) owing" by the Corporation.-° There may be 
problems in terms of determining fair market value, 
especially in relation to corporations which are not publicly 
traded. However, problems in this connection are not insur- 
mountable. In the final analysis these would be resolved 
through negotiations between the corporation and the 


Treasurer. 
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The Committee visualizes that this technique 
would be applied to all new ventures in the non-renewable 
natural resources sector whether foreign or Canadian con- 
trolled on a non-discriminatory basis. It would lend it- 
self easily to being applied to existing resource ventures 
as well as new ventures, or to foreign controlled ventures 
only, if that is considered desirable. The Committee does 
not recommend that this requirement be applied to existing 
ventures or exclusively to foreign controlled firms. Or 
this technique could be applied selectively to firms in 
Situations where the Treasurer or the Minister of Natural 
Resources deems it to be in the public interest. 

This technique could be combined with cash 
royalty payments: part of the royalty could be required to 
be paid in the form of shares and the other part in cash. 
For example, it could be required that at least half of 
the royalty be paid in shares and the corporation could be 
given the election to pay all or part of the remaining half 
in shares and the rest in cash. 

There should be a maximum proportion of the equity 


held by the government. The Committee suggests that no 


ihe, 


corporation should be required to issue shares pursuant to 
this requirement if the issue of such shares would give 

the government more than 50 per cent of the voting rights 
attached to shares. If the threshold of 50% would be 
exceeded, cash payments would be required. It may be 
desirable to provide for a sliding scale in respect of the 
proportion of the royalty payments required to be made in 
shares. For example, if the shares held by the government 
represent less than say 20% of the outstanding shares, all 
of the royalty payments would have to be made in the form 
of shares; a government shareholding of between 20% and 30% 
would require that 75 per cent of the payment would have to 
be made in shares and so on. 

The Treasurer should be empowered to sell the 
shares acquired pursuant to this technique on the public 
markets when he considers it to be in the public interest. 
If shares are publicly traded, he should be empowered to 
sell shares on the public markets. If shares are not pub- 
licly traded, then the Treasurer should be empowered to 
make a public offering of the shares held Byes Loe 
expense of the public issue should be borne by the ‘Treasurer; 
in this connection, there should be a requirement that the 
corporation co-operate in satisfying securities law require- 
ments. In addition, there would have to be safeguards to 
ensure that not more than 50 per cent of the outstanding 
shares of the corporation from time to time have been filtered 


through. the treasury pursuant to this technique. 
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This technique permits the government over time 
to accumulate substantial equity positions in new ventures 
in the non-renewable natural resources sector. This pro- 
motes the goal of achieving a greater degree of Canadian 
ownership and control in this sector. Moreover, government 
shareholdings would give the government an inside track 
into the affairs of resource companies and would provide the 
government with an opportunity to develop a greater under- 
standing and feel for the industry generally. 

The power of the Treasurer to spin off government 
Shareholdings to the public would permit Canadians to 
participate in this industry to a greater degree than 
currently. The depth and liquidity of the equities market 
would be enhanced. In addition, the revenue would to some 
extent be protected. 

This technique is in essence a self-ligquidating 
method to inject more Canadian ownership into the resources 
sector. Moreover, the technique will result in more cash 
being available to corporations to the extent that cash 
royalty payments are replaced with payments in shares. 

Government shareholdings accumulated pursuant to 
this technique mean that the returns to the public from the 
natural resources sector involve not only royalty payments 
and income taxes but also the capital gains and dividend 
payments attributable to those shareholdings. 


In view of the foregoing, 
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THE COMMITTEE RECOMMENDS THAT CONSIDERATION BE GIVEN TO 


EMPOWERING THE TREASURER TO COLLECT ROYALTY PAYMENTS IN 


RESPECT OF NEW RESOURCE DEVELOPMENTS IN THE FORM OF 


SHARES. 


WOULD BE 


i 


THE ESSENTIAL FEATURES OF THE RECOMMENDED SYSTEM 
AS FOLLOWS: 

THE FAIR MARKET VALUE OF THE SHARES 

TRANSFERRED TO THE TREASURER SHOULD BE 

EQUAL TO THE AMOUNT OF CASH ROYALTIES 

THAT WOULD OTHERWISE BE EXIGIBLE; THE 

CLASS AND QUANTITY OF SHARES ISSUED 


SHOULD BE ACCEPTABLE TO THE TREASURER. 


THE SYSTEM- SHOULD: APPLY TO. BOTH CANADIAN 


AND FOREIGN CONTROLLED FIRMS. 


THE MAXIMUM PROPORTION OF THE OUT- 
STANDING VOTING SHARES ISSUED TO THE 
TREASURER SHOULD NOT EXCEED 50 PER CENT 
AT ANY TIME.~ ONCE THE 50 PER CENT 
THRESHOLD IS REACHED, ROYALTY PAYMENTS 
WILL BE MADE _IN CASH.:: £F THE CORPORATION 
THEREAFTER ISSUES. FURTHER SHARES, THE 
CORPORATION COULD AGAIN BE REQUIRED TO 
PAY VROYALTIES EN SHARES UNTIL THE 50, PER 


CENT LIMIT IS REACHED ONCE MORE. 


THE TREASURER SHOULD BE EMPOWERED TO SELL 
SHARES ON THE PUBLIC MARKETS. HOWEVER, 


THE SALE OF SHARES BY THE TREASURER 
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SHOULD NOT OPERATE SO AS TO REQUIRE 

THE COMPANY TO ISSUE MORE SHARES TO 

THE TREASURER; IN NO SITUATION SHOULD 
THE TOTAL. NUMBER OF SHARES ISSUED TO 
(BUT NOT NECESSARILY HELD BY) THE 
TREASURER EXCEED 50% OF THE OUTSTANDING 


SHARES AT ANY GIVEN POINT IN TIME. 


The Committee notes that this system could be 
combined with the government participation technique 
recommended above. For example, it could be required 
that the government be given the opportunity of taking up 
25 per cent of the equity in new resource ventures. In 
addition, royalties would be required to be paid in the 
form of shares up to an: additional 25 per cent of the 
equity of the corporation. The Committee is of the view 
that the extent of government participation through the 
combined operation of any policy techniques requiring 
issue of shares to the government should never exceed 50 


per cent. 


(iv) Mining Machinery and Engineering 
Consulting Services 


In connection with the commissioned studies of 
the mining and engineering consulting industries, the 
Committee noted that there were few Canadian owned cor- 


porations supplying machinery and equipment to the mining 
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industry. Moreover, the Committee noted foreign 
controlled corporations in the mining sector have a ten- 
dancy to use foreign controlled engineering consulting 
fArmS,.spartlculanly in the initial Stages of “foreign con— 
trolled resource developments. However, the Committee's 
commissioned studies indicated that both Canadian and 
foreign controlled corporations purchase machinery and 
equipment produced in Canada to a certain extent and that 
as foreign controlled mining ventures mature their pur- 
chases of engineering consulting services from Canadian 
controlled: (firms=doinot-diffter significantly sfrom=those vor 
Canadian controlled resource firms. 

The Committee also found that the foreign con- 
trolled mining machinery and equipment firms are signi- 
ficantly truncated in the sense that many of them do not 
perform research and development in Canada and that some 
are precluded from exporting to certain markets by their 
parents. 

Accordingly, the Committee has concluded that 
policy initiatives on two broad fronts are required. 
First, in view of the fact that the Canadian mining sector 
is large by world standards, the Committee believes that 
there is scope for the development of a significant 
Canadian controlled presence in the mining machinery and 
equipment industry. In the Report on the Capital Markets 


the Committee recommended that consideration be given to 
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providing concessional financing for the machinery, equip- 


ment and engineering services industry. In addition, 


THE COMMITTEE RECOMMENDS THAT THE GOVERNMENT ACTIVELY 
ENCOURAGE THE DEVELOPMENT OF CANADIAN CONTROLLED FIRMS IN 
THE MINING MACHINERY AND EQUIPMENT INDUSTRY THROUGH THE 
PROVISION OF LOANS AND RESEARCH ASSISTANCE AND THROUGH 


PURCHASING POLICIES. 


In this connection, the Committee visualizes that the equity 
positions in resource ventures accumulated by the government 
in resource ventures by means of the earlier recommendations 
with respect to government participation and the collection 
of royalties in the form of shares could be used to ensure 
that those ventures purchase machinery and equipment from 
Canadian firms to the extent practicable. The Committee is 
of the view that if the private sector does not respond to 
policies designed to encourage the development of the mining 
machinery and equipment industry, it may be appropriate for 
the government to become involved in this area directly. 

The second policy initiative would involve the 
improvement of the performance of mining machinery and eguip- 


ment firms, whether Canadian or foreign controlled. 


THE COMMITTEE RECOMMENDS THAT POLICIES BE DEVELOPED TO IMPROVE 
THE PERFORMANCE OF MINING MACHINERY AND EQUIPMENT FIRMS IN 
TERMS OF EXPORTS, RESEARCH AND DEVELOPMENT AND INCREASING 


CANADIAN VALUE ADDED. 
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The screening process established federally can 
play a role in this connection in terms of bargaining with 
foreign investors seeking to establish new firms. An 
expanded screening process to encompass expansions in re- 
lated businesses would permit bargaining in the indicated 
direction with established firms in the industry. 

Finally, in order to counter the tendency of 
foreign firms to use the services of foreign consulting 
engineering firms in the initial stages of new resource 
ventures, the Committee suggests that the screening process 
encourage the use of the consulting and engineering services 


in the early stages of new resource ventures. 
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COMMENT OF MESSRS. DEANS, MARTEL AND SMITH CONCERNING 


RECOMMENDATION ON PAGE (i), NO. 3 AND ON PAGE 13: 


Messrs. Deans, Martel and Smith concur in the 
recommendations concerning the achievement of a strong 
and visible Canadian controlled presence in the non- 
renewable natural resources sector. However, considering 
the unigue and important role that natural resources will 
play in Ontario's future, future development of resources 
in Ontario should be undertaken with direct government 


Participation. 
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DISSENTING OPINION OF MESSRS. KENNEDY AND WALKER FROM 


RECOMMENDATION ON PAGE (iv), NO. 20 AND ON PAGE 74: 


This recommendation permits the government, at 
its option, to acquire up to 602 ecqurty an mining enter- 
prises. This ignores the fact that the private sector 
may have invested heavily in exploration, and be at the 


stage of developing an economically viable operation. 


This is grossly unfair to the private sector, 
and would in effect be a move toward nationalization in 
part of the non-renewable resource industries. It will 


discourage exploration by private firms. 


There iS no evidence to support the need for 
government to intrude into the industry in this manner. 
Exploration companies with appropriate incentives and 
encouragement are quite capable of finding and developing 


new deposits. 


Public interest and sharing in the exploitation 
of these resources can continue to take the form of pro- 
vision of aid and incentives by government and appropriate 


taxation. 


There is now declining activity and investment 
in exploration. To stabilize or reverse this the govern- 
ment should be empowered to enter into joint ventures, 
make loans or take equity by mutual agreement with 


industry. This participation could be through the Ontario 
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Development Corporation or a new Crown Agency. 


The government's mineral exploration assis- 


tance programs should be expanded. 
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APPENDIX 
INCOME TAXATION OF THE NATURAL RESOURCE SECTOR 
FEDERAL INCOME TAX ACT 


Under the Federal Income Tax Act, there are six 


major features of the income taxation of the natural resource 


industry. 
1. Canadian Exploration and Development Expense 
(a) "Principal business corporations" can fully deduct 


their exploration and development expenses (Can. E & D) from 
income from any source. This deduction was also available 
under the old Income Tax Act, except that now the definition 
of Can E & D has been expanded to include the acquisition 

cost of resource properties. The proceeds of sale of resource 
properties however is fully included in income. Generally, 
all expenses incurred in the preproduction period which do not 
give rise to permanent buildings or machinery can be treated 
as E & D expense. Thus, all preproduction expenses can be 


recouped before any federal tax is paid on mining income. 


(b) Non-principal business corporations can now deduct 

20% of their Canadian Exploration & Development expense 

against all income, or such greater amount that is equal to 
their resource income. Previously, non principal business 
corporations could not generally deduct exploration and develop- 


ment expense from non-resource income. 


90 
2. Foreign Exploration and Development Expense 


All taxpayers can deduct the greater of 10% of 
foreign exploration and development expense incurred or an 
amount in respect of foreign E & D expense equal to foreign 
resource income earned. In this regard, it might be noted 
that if the foreign exploration and development expense is 
incurred by a subsidiary company incorporated in the 
foreign jurisdiction, the Canadian parent would be unable 
to deduct the expenses from its own income for Canadian tax 


purposes. 


3.) Fast Write-Offts 


Accelerated capital cost write-offs are available 
with respect to most mine buildings and equipment that are 
acquired after November 7, 1969 and before a mine comes into 
production in reasonable commercial quantities, or for the 
major expansion of an existing mine. The cost of such 
assets can be written off immediately to the full extent of 
the income from the new mine, thus ensuring that the full 
cost of a new mine can be written off before any federal 
income tax is paid. In addition, if insufficient: income is 
generated from one new mine to allow for deductibility of 
30% of the cost of these assets, an additional amount up to 


30 


foe) 


of the undepreciated capital cost of these mining assets 
can be deducted from income of other new mines owned by the 
taxpayer. The fast write-off provisions covers social over- 


head capital involved in establishing the mining community 


=k 


such as airports and other transportation facilities, fire 
halls, hospitals, power lines, schools, sewage and water 
systems and town halls. 

Previously, the Federal Income Tax Act allowed 
a three year tax holiday for new mines. The Federal 
Government has substituted the fast write-off provisions 


above for the three year tax holiday. 


4. Depletion Allowances 


The pre-reform provisions relating to depletion 
allowances for natural resource operators continues under 
the Federal Act until the end of 1976. This depletion 
allowance is equal to 33-1/3% of the operators production 
profits for the year. 

After 1976, however, the depletion allowance has 
to be "earned" by the taxpayer spending sums on the 
following: 

(a) assets acquired for new mines or major 
expansions of existing mines (not 

including expenditures on social overhead 


Capiltad)': 


(b) assets for processing minerals in Canada 


to the prime metal stage; 


(c) assets used to process minerals in Canada 
beyond the stage to which the particular 
minerals had been processed previously in 


Canada; 


ae 


(ad) Canadian Exploration & Development 
expense, but not including the cost of 


resource properties. 


After 1976, a taxpayer will be permitted a 
deduction of $1 for every $3 spent on the above assets or 
activities, up to a maximum of 33-1/3% of his resource 
profits for the year as defined. 

Depletion allowance for shareholders in respect 
of dividends received from natural resource companies is no 


longer available under the Federal Act. 


5. Credits for Provincial Taxes 


(a) All corporations continue to be allowed a pro- 
vincial tax credit equal to 10% of taxable income. 

Ontario corporate tax is 12% of taxable income so 
that this credit does not relieve corporations from the 
total. burden of provincial corporate tax. 

The Ontario corporate tax applies to all corpora- 
tions, including those involved in the natural resource 


sector. 


(b) At present, the federal Act provides a deduction 
from income for provincial mining taxes, in the same fashion 
as that allowed under the former Act. Generally, this 
deduction is equal to the lesser of provincial mining taxes 
paid or that proportion of the mining taxes paid that mining 
income computed under federal rules was of mining income 


computed under provincial rules. 
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Ontario's Mining Tax Act, 1972 has imposed a 
15% tax on Ontario mining profits. The recent Ontario 
Budget announced that this rate of tax will be amended 
as discussed below. 

The present federal deduction for provincial 
mining taxes paid will not apply after 1976. Instead, a 
corporation will be allowed a further tax credit generally 
equal to 15% of taxable mining production profits earned 
in a province. Federal tax payable on mining profits 
earned after 1976 will therefore be subject to Federal tax 
at the rate of 21% (46% less 10% corporation tax credit and 


less 15% provincial mining.tax credit). 


6. International 


The Federal Income Tax Act does not differentiate 
between resident and non-resident taxpayers in the appli- 
cation of the foregoing provisions to the natural resource 
industry in Canada. In the international context there is, 
of course, the withholding tax on dividends and other pay- 
ments such as royalties made to non-residents as well as 
the tax on Canadian branch profits of a foreign corporation, 
but these apply generally to all non-residents regardless of 
the type of activity involved. 

The rate of withholding tax is presently 15%, but 
will be increased to 25% after 1975 on payments made to non- 
residents of jurisdictions with which Canada has not then 


entered into a tax treaty providing for a lower rate. The 
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branch tax is also to be increased from 15% to 25% after 
1975, in accordance with the intent that the purpose of 
the branch tax is to more or less equalize the position 

of a branch in Canada with that of an operating subsidiary. 
A corporation whose principal business is iron ore in 
Canada is specifically exempted from the branch tax. 

Since the natural resource industry is capital 
intensive, it is also worth mentioning the "thin capitali- 
zation" rules now found in the Federal Income Tax Act. Under 
these rules*a portionvor the anterest paid by a corporation 
on debts payable to non-residents may be disallowed in the 
computation of income. The amount of the disallowance is 
generally, the proportion of the interest paid on non- 
resident shareholder debt that the amount of such debt less 
three times the shareholder's equity of the corporation is 
of the total of the non-resident shareholder's debt. Put 
another way, wherever the ratio of non-resident shareholder 
debt to equity is greater than three to one, interest 


deductibility will be limited. 


1974 FEDERAL SPRING BUDGET PROPOSALS 
ee eS 


A number of amendments to the Income Tax Act were 
proposed in the Federal Budget introduced in pabl ienede on 
May 6, 1974, including important changes in the area of 
natural resource taxation. The Minister of Finance, in 
commenting on the tax changes recommended for the mining and 


petroleum industry cited the large price increases of oil in 
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recent months, and the major price increases in mining 
that have resulted from shortages and inflationary expec- 
tations. He therefore felt it necessary to strike a new 
balance appropriate to these changed circumstances. 
Although the budget resolutions have not been implemented 
because of the Government's defeat on the budget, it is 
worthwhile to highlight the proposed amendments some of 
which may be re-introduced by the new government. 

(1) It was proposed that the basic rate of corpora- 
tion tax applicable to production profits from minerals, 
Oil and gas be increased to 50% and remain at that level. 
The general corporate tax rate prevailing now for the 
1974 tax year is 48%, reducing to 46% in 1976. 

(2) It was proposed that mining taxes, royalties and 
other amounts which are payable to government bodies no 
longer be deductible in computing the income of the 
operator of the resource. 

Instead, an extra abatement from federal income 
tax in respect of taxable production income would take 
effect immediately, rather than in 1976 as mentioned above. 
The extra abatement would be 15% in the case of mineral 
profits (the same rate of abatement that would have applied 
after 1976 under the present Act) but only 10% in the case 
of petroleum profits. 

The 15% abatement that would take effect after 


1976 was intended to replace any deduction for provincial 


96 


mining taxes; however, the new proposal would mean that 
not only provincial mining taxes but also provincial 
royalties and other provincial revenues derived from the 
natural resource companies would cease to be deductible 
federally. 

The Minister of Finance, in making this 
proposal, stated that recent provincial tax policies in 
relation to mining and oil, particularly the rise of 
royalties to increase provincial revenues, have made it 
impossible to arrive at a meaningful distinction between 
mining taxes and the varying types of royalties and 
arrangements. 

The Budget proposals would mean a net federal 
tax rate of 30% on Canadian petroleum profits and 25% on 
Canadian mineral profits, given the existing provincial 
corporate tax abatement of 10% and the proposed additional 


abatement. 


(3) The Minister of Finance also stated in his com- 
ments on the Budget that it is apparent that the petroleum 
and mineral resource industries in Canada have reached 
sufficient maturity that the existing tax incentives are 
more generous than is needed to encourage existing develop- 
ment. Accordingly, proposals were included to cut back on 
the existing incentives as follows: 

(a) Depletion allowance can be claimed 
only if earned to an annual maximum 


of 25% of production income rather 


97 
than the existing rate of 33-1/33%; 


(b) Canadian exploration and development 
expenditures incurred in the future, 
would no longer be fully deductible 
immediately, but must be amortized at 
a rate of 30% calculated on -the 


diminishing balance basis. 


The following chart, extracted from the Budget 
contains a capsule summary of the tax situation appli- 


cable to the mining and petroleum séctor. 


Ttem 


Tax rates 


Pre-Reform 


Basic rate of 50% 
on production pro- 
fits of mining and 
petroleum corpora- 
tions, subject to 
10% provincial 
abatement appli- 
cablerttol-aial “cor— 
porations. 


Tax Reform 


AS “LOY OLher 
corporations, 
basic rate goes 
down one point 
annually after 
TOC Co-le6s ta 
LO 6. 


Tax abated ad- 
ditional 15% 
after- 1976 £or 
mining production 
PYOLUES wen 
cancellation of 
deduction for 
provincial, Mining 
taxes. 
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Budget Proposals 


Basic corporate rate 
of 50% established 
for both mining and 
petroleum production 
profits, subject to 
new resource-profit 
abatement in addition 
to normal provincial 
abatement. Net 
federal tax rate there- 
by reduced to 30% for 
petroleum production 
and 25% for mining 
product ron, 





Provincial 
mining, 
royalties 
and other 
similar 
arrange- 
ments 


Deductible by 


mining and petro- 


leum corporations. 


Royalties and 
rentals gene- 
rally deductible. 
Provincial 
mining taxes or 
income-related 
royalties not de- 
ductible by mi- 
ning corporations 
after 1976. 


No longer deductible 
by either mining or 
petroleum corporations 
in computing taxable 
income. 





Operator's 
depletion 


Automatic depletion 


allowances permit 
reduction of"pro-— 


duction profits by 


3347/3. 


Automatic deple- 
tion continues to 
end Of 29°76: 
Thereafter, de- 
pletion "earned" 
by eligible ex- 
penditures on 
exploration and 
development and 
certain capital 
expenditures, de- 
ductible at maxi- 
mum rate of 
33—1/ 32: Of pro— 
duction prefics. 
$3 of eligible 


expenditures earn 
Sl offdepletion. 


Earned depletion system 
to commence immediately. 
Rate of claiming re- 
duced to 25s0L- pro- 
duction, proGires from 
33=1/3%. 


$3 of eligible expen- 
ditures earn $1 of 
depletion. 


eee a aaa 


Non- 
operators' 
depletion 


Depletion allow- 
ance of 25% 


Rate of 25% con- 
tinues to end of 
1976. Thereafter, 
such rentals and 
royalties treated 
Asi-production an- 
come eligible for 
33-1/3% earned 
depletion. 


Continues to be 

eligible for earned 
depletion, but rate 
of claiming reduced 
to 25% from 33-1/3%. 


Item 


Canadian 
exploration 
and develop- 
ment? ex— 
penses 


Principal- 
business 
taxpayers 


Non- 
principal- 
business 
taxpayers 


Pre-Reform 


Deductible to 
extent of in- 
come in year or 
any subsequent 
year. 


Deductible only 
from mining and 
petroleum in- 
come. 


Tax Reform 


No change. 


Deductible from 
income from re- 
source or 20% 
of unclaimed 
balance, which- 
ever greater. 
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Budget Proposals 


Expenditures incurred 
after budget day de- 
ductible at rate of 
30% of unclaimed 
balance. 


Expenditures incurred 
after budget day de- 
ductible at rate of 
30% of unclaimed 
balance. 
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ONTARIO TAXATION OF MINING INDUSTRY 


The Ontario Mining Tax Act, 1972, taxes mining 
profits. in. texcessof $50,000 at ay flat rate.of 15%.) etie 
1974 Ontario Budget contains proposals to increase signi- 
ficantly this rate of tax, mainly on the ground that the 
recent surge in world demand has resulted in sharply higher 
metal prices and subStantial windfall gains for the mining 
industry in Ontario. The Government has therefore proposed 
an increase in mining taxes aimed at doubling the Ontario 
revenue from the tax and at sharing in this windfall gain. 
The present 15% tax will be replaced with a graduated tax 
ranging from 15% on profits between $100,000 to $1 million, 
to 40% on profits over S40 mpilion: 

In computing mining profit under the Mining Tax 
Act, in addition to normal expenses related to the operation 
of a mine, a deduction is allowed equal to at least 15% of 
the expenditure incurred for actual exploration and develop- 
ment done in Ontario with the object of finding, testing or 
opening up deposits of mineral substances. [In addition, 
there is an allowance for the cost of development of a mine 
of 10% per annum of the capitalized cost of development, 
provided that, inter alia, the ore taken from the mine is 
beneficiated at least to the smelter stage in Canada. 

In addition to the increase in rates under the 
Mining Tax Act, the Ontario Government has proposed in the 


1974 Budget measures to increase revenues from the mining 


roe 


industry, including the abolition of the three year 
exemption for new mines. At the same time, new incen- 
tives are proposed to increase the incentive for 
exploration and processing in Ontario, including the 
introduction of the federal fast write-off provisions for 
Ontario income tax purposes, and the ability for non- 
principal business corporations to fully deduct explora- 
tion and development expenses incurred in Ontario. In 
addition, the Budget proposals include full deduction of 
pre-production expenses under the Mining Tax Act. These 
are now allowed only to a limited extent. 

With respect to timber resources, the 1974 Budget 
proposals include doubling Crown dues from cutting of 
timber on Crown lands as a first step in the implementation 
of a new system to be developed for this sector. 

We have not surveyed in this section the various 
payments for licenses or leases required under The Mining 
Act of Ontario. These are relatively minimal from a 


revenue point of view. 


? =. — 
i ¢ ma ’ 
ries 
ims? 
i $ ; 5} 
7 
as ont, 



























= 
' 
ma 


sree a ‘ee ¢ ner "? ¥ § oh, . 
wi Ti seas “Errore * 
- a ie oy Latins (> nd oe a 


+. eine ae Cg Ab, DOM a 
; () ques “pragenOo ce. ee 





A aes ee ; ; 7 — = fh n - Ole wig! fi Bes 
a (~ > iy c aire 2wG, 21 Ove Ve eh ware 3 Raid si pall 26) ( 
ay, ne yeti © ee ne | 8 Ee erg i i 
ss Mid. a 
‘ Sl eit yO , reat) amy mid RCI bebo 
t - Si 7 t : = ee 
Ps m ie : } - nds 
; ; - a 2! 74 2 b FeR iy be); = Lay = ) 7 A ae er carr keen 
2 om AD Git SPLAT pe ee ae :. bye 28. 
oe lake Be i. : ‘ eer Wiees | 
: fay, Fp ee ad Ki 7 eet tc Se ‘ar a > Acree i 
iu ‘ f 4 —_ J : . 
mail A > eye pe) = sz e. “ oy a | aft re a ig 445 sores : 2 
- y i ; a seen ws? el ph H i 
rae + = : - call 
. ‘ y 7 hd ® fa if " At pee! i fe, 3 * > ae oe I pe «a ie 
‘ m4 a : af ae ie 7 ff 
ap Gos basen lL we Get Laake Leah 
cal A r a 7 =) ~ iy ‘ — & 7 ¥ T 7h 
ane 5 | Loe ‘ ¥ - ay eS Wb we @ ou = gr met . 
~ ; oaks ; mee te é al ad Cee cw oe 
x ie : nt es: | irs. le 7) Lie z% ae oP aur ipl el we ; Ste = ei: a vo oe 
: d : ‘s ‘Zi "; Ley Ve ed we , a i i wet ie i e 
i ira ; Ny = , P eo gy re 
; 4 2 a a ; V Greve ey Se | a a 
aren i ad Ad andr = ; - aiken fi ; 
ae Ai iy f ay {ita ae s Hh ; ™ tt - } errr we Hh. stn # S 4 
1 mal ee aa Uhh et veceelt, Gadeeees 
i ie i po a ae ' eee ~ on 
: 2030s - Beer ae Hoge teqyan tog og se 


; a i : =n, ra a; 
a fie as > wre aT ul th Pts sil % = St 7 ds 
vat (int Ast geet ad ee Bae ter a em 


, ‘ S fe se ies + as P 7 
é ee are, vo PE San a ore apa 
Si nave * orn Pile des o ie ak 7.7 
ASL, ee ale ne: z aay z momedws ater : 
‘s ; ul , vay & aay 7 5 Cai af 


a Oi oy: IS rs, ant ut j malt Ts: eile fleet ayy 7 ok 


7 ie renee | bile! ait -) asia) at eed, : raion 












; ; 4. Urglie® 
N yy u 4 ge al in aay oe at 
. : is . Go ty: > ar a 4 eh ae a his Mere 
= ; ae - (ee ves = AY ioe ay J * — a : 
48 y j aa | hey y = a { . : s ” Me “if x 
| . igh j ve A : ; 7 Zh ae 
. we pa ae ane rs a, (ae me Sat = ETO og © a : —" 7 
Af I De AAs Abd fo i+ oe tande a 7 
; eS 90nd ee eee 
4) (a ® : net i er 4 a) ' YY Wri eal 
a 7 : ri 5 gor ™ Aa rs ” 
we a Y » 7 , ‘ ; Mobs ‘i i = a a fal Nena = 
} 7 : i 7 i 7 7 
i : ¥ Me : 


ana ¥ . : f 4. inf a 
on ra use we J My Pas 2 hae a ne oe 
a ae 00 cL ae or eh ee ¥ ; ; : — + ; ” a 
aS ve 1 = 


- 7 oe ; ; ie : ahran. th i : — 
Hal a? £4... ae one meee hee ate 
x : “hey ah :\are : pcr a yea 

Fi 7 | iy : : . 
7 


( _ rine Spee re 


7 ¢/a% 
i ) a 
ela j WV >} yeas dite gh th 
ve i ~’ % ba 


pty — ‘ Oey P rat : 
a ea Tee ies 
- 9 nee: =a! pa re Fi ae ks 











oh a) ae »® | au) 


PeOROMLENS ORL aE AS 


102 


FOOTNOTES 


1. Corporations and Labour Unions Returns Act, Report for 
L970 abate, otatir stiles: Canada,. Pp. Lo. 


2. Foreign Direct Investment In Canada, Information Canada, 
LOW 2 ew Graye Reporte), ppt 45-472 


Bee ibid pate 


4. Eric N. Kierans, "Towards a New National Policy", The 
Canadian Forum, January-February 1972, p. 54. The 
figures are estimates to be sure; but they do serve to 
highlight the issue involved in this discussion. 


5. Gray Report, pp. 47-49. 


6. Ontario, Select Committee on Economic and Cultural 
Nationalism, Capital Markets, Foreign Ownership and 
Economic Development, Interim Report, 1974. 
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8. See Vernon, Raymond, Sovereignty at, Bay, 19717 pa 137. 
Vernon makes the point that the oligopolistic strategy 
is to concentrate profits at the stage in the system 
most inaccessible to competitors or to discourage :com- 
petitors from entering the business at the point of 
easiest entry by keeping those activities unprofitable. 


9. Royal Commission on Canada's Economic Prospects (Gordon 
Commission), Final Report, 1957, Information Canada, 
Posie 20—22c 


TOs eMaEningeACt,, homeo. 0 Cee 204, See lla eThe. degree=of 
processing required by the legislation is that ores 
must be treated and refined in Canada so as to yield 
refined metal suitable for direct use in the arts with- 
out further treatment. Subsection 133(2) gives the 
Minister power to determine the stage of refinement 
which meets that test. 


Tee MinincaslaxActs.0197 2,2 S20. 1972,0'cs, PAO \. Sis (S)a(n):. 
We MiningitaxcAct . R.S.O., L970, 5Cs 27 54. Sei S(A)E 
13. Bill c-4, 2nd SesSion, 29th Parliament, oe a Sian ise 
Note that the Gordon Commission made a similar recommen— 


dation, see footnote —9;7*-pp.. 228-229. 


14. Foreign Investment Review Act, SEG NOT Ot AG a Sen 202) (aie 


15. 


16. 


Lisl ts 
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Canada Mining Regulations, SOR/61-86, SOR/62-249, 
SOR/66-80. 


Northern Mineral Exploration Assistance Regulations, 


SOR/66-404, SOR-584. 
Canada Oil and Gas Regulations, SOR/61-253,. S. 9a 


Ibid. These regulations relate to lands in the Yukon 
and the Northwest Territories and other lands under 
federal jurisdiction. See Territorial Lands Act, 

Pes OC. POO Cen oranda Public Land Grants Act, 

Ri Geew Lo 10 je Cem ame oe 


Mining Act, R.S.O. 1970,,Ce 274 Soar car Stati bee 


Canada Development Corporation Act, S.C. 1970-71-72, 
G,—49--- Seni) a pt bes 


Eleventh Report of the Standing Committee on External 
Affairs and National Defence Respecting Canada —- Ueo. 


Relations, Second Session, 78th Parliament, September 
1970 (Wahn Report), Deo. 


A text of the guidelines and the accompanying letter 
by Mr. Winters appears in Wahn Report, p. 80. 


Income Tax Act, S.C. TO7O-7 1-72, Ce 00 sas amended, 
era e( Aye 


Income Tax Act, R.S.C. 19527... =14:8,--as amended to 
Tiaky Ow Se 83, and Income Tax Regulations, Part XIX. 


See “supraisss (De Or 


Succession Duty Act, R.S.O. L970; Cc. 449, as amended, 
Sn lon 
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